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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This Annual Report on Form 10-K includ#erward-looking statementstithin the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the SéearExchange Act of 1934, as amended (“Exchang®) A
including, in particular, the statements aboutgans, strategies and prospects under the heatliegs 1.
Business,” “Item 5. Market for Registrant’'s CommiBguity, Related Stockholder Matters and Issuer Rase of
Equity Securities’and“ltem 7. Management’s Discussion and Analysis afdficial Condition and Results of
Operations.”Forward-looking statements express an expectatitelgef and contain a projection, plan or
assumption with regard to, among other things fature revenues, income, expenses or capital sireicBuch
statements of future events or performance arguetantees of future performance and involve estispa
assumptions and uncertainties. The words “coulchdy,” “predict,” “anticipate,” “would,” “believe,estimate,”
“expect,” “forecast,” “project,” “objective,” “intad,” “continue,” “should,” “plan,” and similar expssions, or the
negatives thereof, are intended to identify forwiawking statements.

Some important factors that could cause our acasallts or outcomes to differ materially from thakscussed in
the forward-looking statements include, but arelimated to:

= fluctuations in customer growth and demand;

= impacts of weather on retail sales and wholesategr

= impacts of renewable energy generation, naturapgass and other market factors on wholesale grice

= weather-related damage to our electrical system;

= fuel and other input costs;

= generating unit availability and capacity;

= transmission and distribution system reliabilitylampacity;

= purchased power costs and availability;

= regulatory action, including, but not limited tbgtreview of our basic rates and charges by tharad
Utility Regulatory Commission (“IURC");

= federal and state legislation and regulations;

= changes in our credit ratings or the credit ratioigEhe AES Corporation (“AES”);

= fluctuations in the value of pension plan asséisfdations in pension plan expenses and our lbdlit
fund defined benefit pension and other post-retienplans;

= changes in financial or regulatory accounting pesic

= environmental matters, including costs of compleangth current and future environmental laws and
requirements;

= interest rates and other costs of capital;

= the availability of capital;

= labor strikes or other workforce factors;

= facility or equipment maintenance, repairs andtehpxpenditures;

= local economic conditions, including the fact ttie local and regional economies have strugglesitiir
the recession and weak economic climate the pasydars and continue to face uncertainty for the
foreseeable future;

= acts of terrorism, acts of war, pandemic eventsatural disasters such as floods, earthquakesdoss,
ice storms, droughts or other catastrophic events;

= costs and effects of legal and administrative pedo®gs, audits, settlements, investigations anicheland
the ultimate disposition of litigation;

= industry restructuring, deregulation and compatitio

= issues related to our participation in the Midwesiependent Transmission System Operator, Inc.
(“MISO"), including the cost associated with menglep and the recovery of costs incurred; and

= product development and technology changes.

Most of these factors affect us through our codstéid subsidiary Indianapolis Power & Light Comp&iL”).
All such factors are difficult to predict, containcertainties that may materially affect actualibssand many are
beyond our control. Also sédem 1A. Risk Factorsfor further discussion of some of these factoscdpt as
required by the federal securities laws, we undterta obligation to publicly update or review aoyward-looking
information, whether as a result of new informatifuture events or otherwise. If one or more forviroking



statements are updated, no inference should bendteat additional updates will be made with respe¢hose or
other forward-looking statements.

PART |
Throughout this document, the terms “we,” “us,” dodr” refer to IPALCO Enterprises, Inc. (“IPALCO3nd its
consolidated subsidiaries. IPALCO is wholly-owngdAES. For a list of other abbreviations or acrosyused in

this report, sedltem 1C. Defined Terms.”

ITEM 1. BUSINESS

OVERVIEW

IPALCO is a holding company incorporated underléves of the state of Indiana in 1983. Our principabsidiary
is IPL, a regulated electric utility with its custer base concentrated in Indianapolis, Indianastnitially all of
our business consists of the generation, transomisdistribution and sale of electric energy corneddhrough IPL.
Our total electric revenues and net income foffigeal year ended December 31, 2012 were $1.2bilind $72.0
million, respectively. The book value of our totalsets as of December 31, 2012 was $3.3 billidrofAur
operations are conducted within the United Statésnrerica (“U.S.”) in the state of Indiana. Pleas= Note 15,
“Segment Informationto the audited Consolidated Financial Statemefii8AL CO in “ltem 8. Financial
Statements and Supplementary Daita¢luded in this Form 10-K.

Our principal executive offices are located at ®uwnument Circle, Indianapolis, Indiana 46204, andtelephone
number is (317) 261-8261. Our internet website esklis www.iplpower.com. The information on our giébis
not incorporated by reference into this report.

INDIANAPOLIS POWER & LIGHT COMPANY

IPALCO owns all of the outstanding common stockRif. IPL was incorporated under the laws of theestd
Indiana in 1926. IPL is engaged primarily in getie@ transmitting, distributing and selling eléctenergy to
approximately 470,000 customers in the city of &mdipolis and neighboring areas within the statedifina; the
most distant point being about 40 miles from Indjaolis. IPL has an exclusive right to provide electervice to
those customers. IPL’s service area covers ab@isg@are miles with an estimated population of axiprately
911,000. IPL owns and operates four generatingpstatTwo of the generating stations are primardgl-fired.
The third station has a combination of units theet coal (base load capacity) and natural gas and/greaking
capacity) for fuel to produce electricity. The fdustation is a small peaking station that usesfigad combustion
turbine technology for the production of electicitPL’s net electric generation capacity for winige 3,492
megawatts (“MW") and net summer capacity is 3,358 MPL’s generation, transmission and distributiacilities
are further described unddtem 2. Properties.” There have been no significant changes in thacgsrvendered by
IPL during 2012.

The electric utility business is affected by seasaveather patterns throughout the year and, tberethe operating
revenues and associated operating expenses agemeraited evenly by month during the year. IPL'sifess is not
dependent on any single customer or group of custerddditionally, retail kilowatt hours (“kWh") &8s, after
adjustments for weather variations, are impactedhianges in service territory economic activityvedl as the
number of retail customers we have. For the tensyeading in 2012, IPL’s retail kWh sales have dased at a
compound annual rate of 0.3%. Conversely, the numbeur retail customers grew at a compound anratal of
0.5% during that same period. Going forward, weeexphis trend to continue as retail kWh sales ginas/
expected to be negatively impacted by our demaaheltsianagement programs. Please'dem 7. Management's
Discussion and Analysis of Financial Condition @elsults of Operations — Regulatory Matters — Demr@iae
Management and IPL’s Smart Energy Projefdf more details. IPL’s electricity sales for 20®8ough 2012 are
set forth in the table of statistical informatiowciuded at the end of this section.

IPL is a transmission company member of Reliabtiityt Corporation (“RFC”). RFC is one of eight Regional

Reliability Councils under the North American EkécReliability Corporation (“NERC”), which has bee
designated as the Electric Reliability Organizatimder the Energy Policy Act of 2005 (“EPAct”). RBEeks to
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preserve and enhance electric service reliability security for the interconnected electric systaiitisin the RFC
geographic area by setting and enforcing eleottialnility standards. RFC members cooperate ungieseanents to
augment the reliability of its members’ electricgéiypply systems in the RFC region through coordinaif the
planning and operation of the members’ generatimhteansmission facilities. Smaller electric wilgystems,
independent power producers and power marketerpandicipate as full members of RFC. In additid?l. is one
of many transmission system owner members of MIS@ MISO Operation’), a regional transmission
organization which maintains functional control otlee combined transmission systems of its mendeds
manages one of the largest energy markets in tBelBL participates in the MISO’s energy and opiegateserves
markets and each asset owner receives separathday; real-time, and financial transmission righdsket
settlement statements for each operating day.

REGULATORY MATTERS
Regulation

IPL is subject to regulation by the IURC with respw® the following: our services and facilitiestail rates and
charges; the valuation of property; the construgtpurchase, or lease of electric generating fasti the
classification of accounts; rates of depreciattbe;issuance of securities (other than indebtedueagsble less than
twelve months after the date of issue); the actjoinsand sale of some public utility propertiessecurities; and
certain other matters. The regulatory power ofithiRC over our business is both comprehensive apidal/ of the
traditional form of regulation generally imposeddigte public utility commissions.

In addition, IPL is subject to the jurisdictionttde Federal Energy Regulatory Commission (“FERCthwespect
to, among other things, short-term borrowings egufated by the IURC, the sale of electricity ablelsale and the
transmission of electric energy in interstate comomethe classification of accounts, reliabilitgratiards, and the
acquisition and sale of utility property in certaincumstances as provided by the Federal PowerA&ch regulated
entity, IPL is required to use certain accountirgtmds prescribed by regulatory bodies which mégrdirom
those accounting methods required to be used byeguiated entities. We maintain our books andnaco
consistent with generally accepted accounting jpies in the United States reflecting the impactegfulation. See
Note 2,“Summary of Significant Accounting Policiet§ the audited Consolidated Financial Statemehiti8ALCO
in “Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K.

We are also affected by the regulatory jurisdictidthe U.S. Environmental Protection Agency (“ERAdt the
federal level, and Indiana Department of EnvirontakManagement, at the state level. Other significagulatory
agencies affecting us include, but are not limttgdhe NERC, the U.S. Department of Labor, andnlégna
Occupational Safety and Health Administration.

Please setem 7. Management’s Discussion and Analysis afdficial Condition and Results of Operations —
Regulatory Matters’for a more comprehensive discussion of regulateajters impacting us.

Retail Ratemaking

IPL’s tariff rates for electric service to retailstomers consist of basic rates and charges whicked and approved
by the IURC after public hearings (see below).ddition, IPL'’s rates include various adjustment hatdsms
including, but not limited to, those to reflect clges in fuel costs to generate electricity or paseld power prices,
referred to as Fuel Adjustment Charges (“FAC”) &ndthe timely recovery of costs incurred to compiyh
environmental laws and regulations referred toragrBnmental Compliance Cost Recovery Adjustment
(“"ECCRA"). Each of these tariff rate components rbayset and approved by the IURC in separate pdingeat
different points in time. For example, FAC procegi occur on a quarterly basis and the ECCRA prbogs

occur on a semi-annual basis. These componentidarsomewhat independently of one another, bubtiezall
structure of our rates and charges would be subjeetview at the time of any review of our basites and
charges.



Basic Rates and Charges

Please setem 7. Management’s Discussion and Analysis afdficial Condition and Results of Operations —
Regulatory Matters'for a discussion of our basic rates, charges aaténmal adjustment mechanisms.

MISO OPERATIONS

IPL is one of many transmission system owner memireMISO. MISO is a regional transmission orgatitma
which maintains functional control over the comlgiteansmission systems of its members and managesfdhe
largest energy and ancillary services marketsertts. MISO policies are developed, in part, thiroagstakeholder
process in which we are an active participant. @é&i$ our participation in this process primarilyimms that
could impact our customers, results of operatifinancial condition, and cash flows. Additionallye attempt to
influence MISO and FERC policy by filing commentgmMISO, the FERC or the IURC.

MISO has functional control of our transmissioniliies and our transmission operations are integtavith those
of MISO. Our participation and authority to sell elsale power at market based rates are subjéut teERC
jurisdiction. Transmission service over our fa@hktis now provided through the MISO'’s tariff.

As a member of the MISO market, we offer our addéaelectricity production of each of our genemtassets into
the MISO day-ahead and real-time markets. MISOalidpes generation assets in economic order coirgider
transmission constraints and other reliability éssto meet the total demand in the MISO region. M$8ttles
hourly offers and bids based on locational margimaes, which is pricing for energy at a givendtian based on a
market clearing price that takes into account ptajdimitations, generation, and demand throughlogitMISO
region. MISO evaluates the market participantsrgneffers and demand bids optimizing for energgt ancillary
services products to economically and reliably disp the entire MISO system. The IURC has authdriBé. to
recover, through FAC proceedings, the fuel portibits costs from MISO, including all specificaligentifiable
ancillary services market costs, and to defer cedperational, administrative and other costs fidiB8O and seek
recovery in IPL’s next basic rate case proceediingal MISO costs deferred as long-term regulat@sess were
$89.5 million and $80.4 million as of December 2@212 and December 31, 2011, respectively.

We have preserved our right to withdraw from MISOténdering our Notice of Withdrawal (subject te fRERC
and the IURC approval). We have made no decisiaeéi withdrawal from MISO at this time. We willitmue to
assess the relative costs and benefits of beings®Nhember, as well as actively advocate for oitmms
through the existing MISO stakeholder process arfdings at the FERC or IURC.

Please see alstitem 7. Management’s Discussion and Analysis afdricial Condition and Results of Operations
— Regulatory Matters.”

ENVIRONMENTAL MATTERS

We are subject to various federal, state, regiandllocal environmental protection and health aidtg laws and
regulations governing, among other things, the gatima, storage, handling, use, disposal and tiateton of
hazardous materials; the emission and discharpazzrdous and other materials into the environnzatt;the
health and safety of our employees. These lawseguations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, ensn or
revocation of permits and/or facility shutdowns.

The section Environmental Matters’in “Item 7. Management’s Discussion and Analysis ofdficial Condition
and Results of Operationglescribes environmental laws, potential changesiironmental laws and other risks
that we believe may be significant to our busiressvell as a Notice of Violation (“NOV”) and Findjrof

Violation from the EPA pursuant to the Federal @Gléar Act (“CAA”) Section 113(a). The NOV may resuh a
fine and/or costs associated with the installatibadditional pollution control technology systearsd/or
supplemental environmental projects, which couldriag¢erial. The discussion in ltem 7 also includeserdetail on
our plan to comply with EPA’s recently promulgatede to establish maximum achievable control teddoy
standards for each hazardous air pollutant reglilateler the CAA emitted from coal and oil-firedate utilities,



known as the Mercury and Air Toxics Standards oAT&". It also contains an update on 2012 Natiora@lufion
Discharge Elimination System (“NPDES”) permittingtizities, for which we are currently developing a
compliance plan. We expect to incur material cdst¢h in capital expenditures and ongoing operadimdj
maintenance costs, to comply with MATS and NPDHEf8, &0 a lesser extent to which we cannot predibir
expected environmental regulations related to: coaibustion byproducts; cooling water intake; Pblgdnated
Biphenyl-containing equipment; National Ambient Quality Standards; and wastewater effluent rul&®& would
expect to seek recovery of both capital and opegatosts related to such compliance, although tteemebe no
assurance that we would be successful.

ENERGY SUPPLY

Approximately 99% of the total kWhs we generated Wvam coal in each of 2012, 2011, and 2010.

Natural gas and fuel oil provided the remaining k@émeration. Natural gas is used in our combustidrines.
Fuel oil is used for start-up and flame stabiliaatin coal-fired generating units, as primary funebil-fired steam
turbine generating units and three older combusdtidnines, and as an alternate fuel in two combusdtirbines.
Additionally, we are committed under two separaie/@ purchase agreements to purchase approxinga8iww
of wind generated electricity. We also expect teehap to 100 MW of solar generated electricity urcintract in
2013, subject to approval by the IURC.

Our existing coal contracts provide for all of @urrent projected requirements in 2013 and appratem 74% for
the three year period ending December 31, 2015h&Ve long-term coal contracts with six suppliers.
Approximately 40% of our existing coal under contreomes from one supplier. We have entered inetlong-
term contracts with this supplier, which employsinumionized labor, for the provision of coal froouf separate
mines. Pricing provisions in some of our long-temal contracts allow for price changes under certai
circumstances. Substantially all of the coal igently mined in the state of Indiana. All coal werently burn and
under purchase contracts is mined by unaffiliatgzbBers or third parties. Our goal is to carry:a5D day system
supply of coal to offset unforeseen occurrenceh sgscequipment breakdowns and transportation os ohays.

EMPLOYEES

As of January 31, 2013, IPL had 1,485 employeeshafm 1,391 were full time. Of the total employe@2] were
represented by the International Brotherhood otfeleal Workers (“IBEW”) in two bargaining units:ghysical
unit and a clerical-technical unit. In 2011, thenmbership of the IBEW clerical-technical unit ratifi a three year
labor agreement with us that expires on Februay®2Q04. In December 2012, the IBEW physical urtifiea a
three year agreement with us that expires on Deeefish 2015. Both collective bargaining agreemshés|
continue in full force and effect from year to yemless either party provides prior written notitdeast sixty (60)
days prior to the expiration, or anniversary th&rebits desire to amend or terminate the agred¢nfenof January
31, 2013, neither IPALCO nor any of its subsidismaher than IPL had any employees.



STATISTICAL INFORMATION ON OPERATIONS

The following table of statistical information pesgs additional data on our operations:

Year Ended December 31,

Operating RevenueqIn Thousands)
Residential
Small commercial and industrial
Large commercial and industrial
Public lighting

Retail electric revenues
Wholesale
Miscellaneous

Total utility operating revenues
kWh Sales(In Millions) :
Residential
Small commercial and industrial
Large commercial and industrial
Public lighting

Sales — retail customers
Wholesale

Total kwh sold
Retail Customers at End of Year:
Residential
Small commercial and industrial
Large commercial and industrial
Public lighting

Total retail customers

2012 2011 2010 2009 2008
$ 466,294% 438,204 $ 427,899 $ 392,181 $ 390,892
183,681 174,934 170,345 160,814 165,660
510,669 482,223 455,458 436,060 435,578
10,872 10,910 10,857 11,093 10,973
1,171,516 1,106,271 1,064,559 1,000,148 1,003,103
37,822 43,181 60,964 50,155 57,456
20,439 22,472 19,380 17,778 18,554
$1,229,777 $1,171,924 $ 1,144,903 $ 1,068,081 $ 1,079,113
5,144 5,266 5,501 5,085 5,350
1,862 1,887 1,957 1,892 2,030
6,945 7,012 7,086 7,041 7,550
64 64 65 68 73
14,015 14,229 14,609 14,086 15,003
1,308 1,418 1,928 1,881 1,189
15,323 15,647 16,537 15,967 16,192
419,867 417,153 416,276 416,500 416,019
47,108 46,974 46,844 46,708 46,719
4,645 4,630 4,628 4,625 4,610
957 954 948 940 905
472,577 469,711 468,696 468,773 468,253




ITEM 1A. RISK FACTORS

Investors should consider carefully the followimgkrfactors that could cause our business, opgratisults and
financial condition to be materially adversely attsd. New risks may emerge at any time, and weatgmedict
those risks or estimate the extent to which they affect our business or financial performance.sehesk factors
should be read in conjunction with the other dethihformation concerning IPALCO and IPL set faritithe Notes
to audited Consolidated Financial Statementtém 8. Financial Statements and SupplementaryaDa&nd in
“Iltem 7. Management’s Discussion and Analysis ofdricial Condition and Results of Operation®rein. The
risks and uncertainties described below are nobtiy ones we face.

Our electric generating facilities are subject to perational risks that could result in unscheduled fant
outages, unanticipated operation and/or maintenancexpenses, increased fuel or purchased power coatsd
other significant liabilities for which we may or may not have adequate insurance coverage.

We operate coal, oil and natural gas generatintfas, which involve certain risks that can adsely affect energy
costs, output and efficiency levels. These riskduite:

= increased prices for fuel and fuel transportatigexésting contracts expire or as such contraets ar
adjusted through price re-opener provisions orraat adjustments;

= unit or facility shutdowns due to a breakdown dluf@ of equipment or processes;

= disruptions in the availability or delivery of fughd lack of adequate inventories;

= labor disputes;

= reliability of our suppliers;

= inability to comply with regulatory or permit regqements;

= disruptions in the delivery of electricity;

= the availability of qualified personnel;

= operator error; and

= catastrophic events such as fires, explosions,raftbecks, terrorist acts, acts of war, pandemenées; or
natural disasters such as floods, earthquakesdo#gs, ice storms, droughts, or other similar cetizes
affecting our generating facilities.

The above risks could result in unscheduled platages, unanticipated operation and/or maintenaxjgenses,
increased capital expenditures, and/or increaselchfiid purchased power costs, any of which couwe hamaterial
adverse effect on our operations. If unexpectedtmatages occur frequently and/or for extendeébgsrof time,
this could result in adverse regulatory action.

Additionally, as a result of the above risks aneotpotential hazards associated with the poweergdion industry,
we may from time to time become exposed to sigaifidiabilities for which we may not have adequaturance
coverage. Power generation involves hazardousitesivincluding acquiring, transporting and unlmagfuel,
operating large pieces of rotating equipment adiveling electricity to transmission and distribariisystems. In
addition to natural risks, such as earthquakeedfplightning, tornadoes, ice storms and windahds such as fire,
explosion, collapse and machinery failure, areriaherisks in our operations which may occur assalt of
inadequate internal processes, technological flawsian error or certain external events. The coatrd
management of these risks depend upon adequat®pment and training of personnel and on the emgsteof
operational procedures, preventative maintenaramesnd specific programs supported by qualityrobsystems
which reduce, but do not eliminate the possibiityhe occurrence and impact of these risks.

The hazardous activities described above can alssecsignificant personal injury or loss of lifeyere damage to
and destruction of property, plant and equipmesit@mination of, or damage to, the environmentsaurgpension
of operations. The occurrence of any one of theeats may result in us being named as a defenddavsuits
asserting claims for substantial damages, envirotmheleanup costs, personal injury and fines angénalties.
We maintain an amount of insurance protectionweabelieve is adequate, but there can be no agsuthat our
insurance will be sufficient or effective under @licumstances and against all hazards or liadslito which we
may be subject. A successful claim for which weraefully insured could hurt our financial resuiisd materially
harm our financial condition. In addition, transgiig and distribution assets are not covered hyrémee and are
considered to be outside the scope of propertyamae. Further, due to rising insurance costs aadges in the
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insurance markets, we cannot provide assurancénthatince coverage will continue to be availalmessms
similar to those presently available to us or htAaly such losses not covered by insurance coalela material
adverse effect on our financial condition, resafteperations or cash flows.

We may not always be able to recover our costs taqvide electricity to our retail customers.

We are currently obligated to supply electric egamgretail customers in our service territory. iirime to time
and because of unforeseen circumstances, the deoragldctric energy required to meet these ohlget could
exceed our available electric generating capadityen our retail customer demand exceeds our géngiedapacity
for units operating under MISO economic dispateleprery of our cost to purchase electric energhénMISO
market to meet that demand is subject to a stijpma@nd settlement agreement. The agreement irckude
benchmark which compares hourly purchased powes toslaily natural gas prices. Purchased powes @mve
the benchmark must meet certain criteria in ordeus to fully recover them from our retail customesuch as
consideration of the capacity of units availablé fat selected by the MISO economic dispatch. Assalt, we may
not always have the ability to pass all of the pased power costs on to our customers, and evemafre able to
do so, there may be a significant delay betweetitte the costs are incurred and the time the @stsecovered.
Since these situations most often occur duringoplsrof peak demand, the market price for electrargy at the
time we purchase it could be very high under tligs®imstances, and we may not be allowed to recalvef such
costs through our FAC. Even if a supply shortage laréef, we could suffer substantial losses thatd¢adversely
affect our results of operations, financial coruditiand cash flows. Please S#kem 7. Management's Discussion
and Analysis of Financial Condition and Result©pkrations — Regulatory Matters — Fuel Adjustmemai@e and
Authorized Annual Jurisdictional Net Operating Inog’ for additional details regarding the benchmark toed
process to recover fuel costs.

Our transmission and distribution system is subjecto reliability and capacity risks.

The ongoing reliable performance of our transmissind distribution system is subject to risks dyextmong other
things, weather damage, intentional or unintentidaanage, fires and/or explosions, plant outagdmr disputes,
operator error, or inoperability of key infrastruiet internal or external to us. The failure of tansmission and
distribution system to fully deliver the energy dermded by customers could have a material adveiset eh our
results of operations, financial condition, andnctsws, and if such failures occur frequently awdbr extended
periods of time, could result in adverse regulatxton. In addition, the advent and quick adaptatf new
products and services that require increased |l@falkectrical energy cannot be predicted and coesdilt in
insufficient transmission and distribution systespacity. As with all utilities, potential concermey transmission
capacity could result in the MISO, the NERC, thdrEor the IURC requiring us to upgrade or expand ou
transmission system through additional capital egjiares.

Substantially all of our electricity is generated ly coal and approximately 40% of our supply of coatomes
from one supplier.

Approximately 99% of the total KWh we generated Wam coal in each of 2012, 2011 and 2010. Ourtiexjcoal
contracts provide for all of our current projectedquirements in 2013 and approximately 74% fortinee-year
period ending December 31, 2015. Although we hawmg-term coal contracts with six suppliers, pricgrgvisions
in some of our long-term coal contracts allow fdce changes under certain circumstances. Accoidibgcause
of our substantial dependence on coal to meet mgstdemand for electricity, our business and opmratcould be
materially adversely affected by continued prictatility in the coal market, price increases purdua the
provisions of certain of our long-term coal contsa@nd the continued regulatory and political 8oyuof coal. As
discussed below, regulators, politicians, non-gor@ntal organizations and other private partie leegpressed
concern about greenhouse gas (“GHG") emissionsamtaking actions which, in addition to the patdnghysical
risk associated with climate change, could haveterial adverse impact on our consolidated resdilggperations,
financial condition and cash flows.

In addition, substantially all of our coal suppydurrently mined in the state of Indiana and @dllcurrently

burned by us and under purchase contracts is nbipeanaffiliated suppliers or third parties. OQuiagjts to carry a
25-50 day system supply of coal to offset unforasescurrences such as equipment breakdowns arsptdation
or mine delays. Moreover, approximately 40% of existing coal under contract comes from a singtpber. Any
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significant disruption in the ability of our supgds to mine coal in Indiana or in the delivery ofkfrom our
suppliers, or any failure on the part of our sugnglito fulfill their contractual obligations to dedr coal, particularly
disruptions in the ability or failures on the paftour most significant supplier to deliver coalus, could have a
material adverse effect on our business. In thatesfedisruptions or failures, there can be no emste that we
would be able to purchase power or find anothepkeipof coal on similarly favorable terms, whicbutd also

limit our ability to recover fuel costs through tRAC proceedings.

Regulators, politicians, non-governmental organizabns and other private parties have expressed conte
about greenhouse gas (“GHG”")emissions and are taking actions which, in additioto the potential physical
risks associated with climate change, could haveraaterial adverse impact on our consolidated resultsf
operations, financial condition and cash flows.

One byproduct of burning coal and other fossil $uslthe emission of GHGs, including carbon dioxfi&0,"). At
the federal, state and regional levels, policiesusrder development or have been developed toategGHG
emissions, thereby effectively putting a cost othsemissions to create financial incentives to cedhem. In
2012, IPL emitted approximately 15 million tons@®, from our power plants. IPL uses g@mission estimation
methodologies supported by “The Greenhouse Gas¢uidtreporting standard on GHG emissions. OupbCO
emissions are calculated from actual fuel heattsipnd fuel type C@Oemission factors.

Any existing or future federal, state or regioragislation or regulation of GHG emissions couldéavmaterial
adverse impact on our financial performance. Theahémpact on our financial performance will dedem a
number of factors, including among others, the de@mnd timing of GHG emissions reductions requineder any
such legislation or regulations, the price and labdity of offsets, the extent to which market-bdscompliance
options are available, the extent to which we wdddentitled to receive GHG emissions allowancekont having
to purchase them in an auction or on the open rhariéthe impact of such legislation or regulationour ability
to recover costs incurred through rate increasesharwise. As a result of these factors, our obsbmpliance
could be substantial and could have a material @tnga our results of operations.

Furthermore, according to the IntergovernmentaklPan Climate Change, physical risks from climatarmge
could include, but are not limited to, increasedaffiand earlier spring peak discharge in manyigtaand snow
fed rivers, warming of lakes and rivers, an incesiassea level, changes and variability in preatmn and in the
intensity and frequency of extreme weather evdttgsical impacts may have the potential to sigaifity affect
our business and operations. For example, extrega¢gher events could result in increased downtindeogeration
and maintenance costs at our electric power geaertacilities and our support facilities. Variat®in weather
conditions, primarily temperature and humidity, Wbalso be expected to affect the energy needssibmers. A
decrease in energy consumption could decreasewenues. In addition, while revenues would be etquem
increase if the energy consumption of customeneased, such increase could prompt the need fdticuid
investment in generation capacity. Changes ingh@perature of lakes and rivers and changes inptatdn that
result in drought could adversely affect the operet of our fossil-fuel fired electric power geniioa facilities. If
any of the foregoing risks materialize, costs meyéase or revenues may decrease and there coalchaterial
adverse effect on our consolidated results of djpers financial condition and cash flows.

In addition to the rules already in effect, regoitgtinitiatives regarding GHG emissions may be ienpénted in the
future, although at this time we cannot predichdy, or to what extent such initiatives would affas. Generally,
we believe costs to comply with any regulationslengented to reduce GHG emissions, including thtready
promulgated, would be deemed as part of the cdgisowiding electricity to our customers and astswee would
seek recovery for such costs in our rates. Howaw@gssurance can be given as to whether the IUR@pprove
such requests. Please $kem 7. Management’s Discussion and Analysis afaficial Condition and Results of
Operations — Environmental Matter$dr a more comprehensive discussion of environalanatters impacting us,
including those relating to regulation of GHG enuss.

Catastrophic events could adversely affect our faliies, systems and operations.
Catastrophic events such as fires, explosiongristracts, acts of war, pandemic events, or nhitlisasters such as

floods, earthquakes, tornadoes, ice storms, dreughtther similar occurrences could adverselycafier
generation facilities, transmission and distribnt8ystems, operations, earnings and cash flowP@tersburg

11



Plant, which is our largest source of generatirmgacdy, is located in the Wabash Valley seismicez@ujacent to
the New Madrid seismic zone, which are areas afifiigint seismic activity in the central U.S.

Our business is sensitive to weather and seasonalriations.

Our business is affected by variations in genersdthver conditions and unusually severe weathea. result of
these factors, the operating revenues and associptgating expenses are not generated evenly hyhrdaring
the year. We forecast electric sales on the bdisisronal weather, which represents a long-ternohicstl average.
Significant variations from normal weather (suchwasmer winters and cooler summers) could have tenah
impact on our revenue, operating income and netmgcand cash flows. Storms that interrupt senicesir
customers have required us in the past, and mayreegs in the future, to incur significant cogigéstore services.

The electricity business is highly regulated and anchanges in regulations, adverse regulatory actian
deregulation, or new legislation could reduce revares and/or increase costs.

As an electric utility, we are subject to extengiggulation at both the federal and state levethatfederal level,
we are regulated by the FERC and the NERC antieattate level, we are regulated by the IURC. Eigalatory
power of the IURC over IPL is both comprehensive gpical of the traditional form of regulation geally
imposed by state public utility commissions. Weefélee risk of unexpected or adverse regulatorpacti
Regulatory discretion is reasonably broad in Indiaife are subject to regulation by the IURC asutoservices
and facilities, the valuation of property, the douastion, purchase, or lease of electric generdtwdities, the
classification of accounts, rates of depreciatiba,increase or decrease in retail rates and chatgzissuance of
securities (other than evidences of indebtednegshyba less than twelve months after the date okl)sghe
acquisition and sale of some public utility propestor securities and certain other matters.

Our tariff rates for electric service to retail tarsers consist of basic rates and charges andugaaidjustment
mechanisms which are set and approved by the IURE @mublic hearings. Pursuant to statute, the IUR®
conduct a periodic review of the basic rates araigds of all Indiana utilities at least once evieryr years, but the
IURC has the authority to review the rates of amdidna utility at any time. Proceedings to reviaw basic rates
and charges, which were last adjusted in 1996 \evi?’L, the IURC, the Indiana Office of Utility @sumer
Counselor and other interested stakeholders. litiadgdwe must seek approval from the IURC throsgbh public
proceedings of our tracking mechanism factors flecechanges in our fuel costs to generate etdtror
purchased power costs and for the timely recovéppsts incurred during construction and operatib@lean Coal
Technology (“CCT") facilities constructed to compljth environmental laws and regulations, recovargosts
associated with providing mandatory Demand Sideadament (“DSM”) programs, and for certain othertg€os
There can be no assurance that we will be gramtpobaal of tracking mechanism factors that we retjfrem the
IURC. For example, the IURC denied IPL authoritydoover retail electric sales margins lost assaltef offering
mandatory DSM programs to retail customers. THerkiof the IURC to approve any requested reliefry other
adverse rate determination by the IURC could hanmterial adverse effect on our results of openatiinancial
condition, and cash flows.

In recent years, federal and state regulationegftet utilities has changed dramatically, andghee of regulatory
change is likely to pick up in coming years. Asault of the EPAct and subsequent legislation &ffgdhe electric
utility industry, we have been required to compighwnew rules and regulations in areas includingdadory
reliability standards, cyber security, transmissapansion and energy efficiency. These rules agdlations are,
for the most part, still in their infancy. Regulat@gencies at the state and federal level areeiptocess of
implementation. We are currently unable to prettietlong-term impact, if any, to our results of @i®ns,
financial condition, and cash flows.

Independent of the IURC'’s ability to review basates and charges, Indiana law requires electfitegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition foragp of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelvaonth
operating income, determined at quarterly measuneneges, exceeds a utility’s authorized annuadglictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagginst which
the excess rolling twelve month jurisdictional nperating income can be offset.
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Future events, including the advent of retail cotitipe within IPL's service territory, could restilt the
deregulation of part of IPL's existing regulateginess. Upon deregulation, adjustments to IPL'swatting records
may be required to eliminate the historical impafategulatory accounting. Such adjustments, asiredjiy
Financial Accounting Standards Board Accountingh8#ads Codification (“ASC”) 980Regulated Operations,”
could eliminate the effects of any actions of regmuls that have been recognized as assets arliidabRequired
adjustments could include the expensing of any wnared net regulatory assets, the eliminationastain tax
liabilities, and a write down of any impaired ugiliplant balances. We expect IPL to meet the caitiar the
application of ASC 980 for the foreseeable future.

Our participation in MISO involves risks.

We are a member of MISO, a FERC approved regisaasmission organization. MISO serves the eledtrica
transmission needs of much of the Midwest and raaiatfunctional operational control over our eliectr
transmission facilities as well as that of the otdéwest utility members of MISO. We retain contower our
distribution facilities. As a result of membershipMISO and its operational control, our continwdality to import
power, when necessary, and export power to theesht# market has been, and may continue to becteghaNe
offer our generation and bid our load into this ke&ion a day-ahead basis and settle differencesalrtime. Given
the nature of MISO’s policies regarding use of $raission facilities, and its administration of grergy and
ancillary services markets, it is difficult to prednear term operational impacts. We cannot adsugO’s reliable
operation of the regional transmission system thetimpact of its operation of the energy and #agilservices
markets.

At the federal level, there are business risksufoassociated with multiple proceedings pendingreethe FERC
related to our membership and participation in MIS®ese proceedings involve such issues as trasismisates,
construction of new transmission facilities, thie@tion of costs of transmission expansion dubéaenewable
mandates of other states, and the evolving tatftirements for resource adequacy.

To the extent that we rely, at least in part, angkrformance of MISO to maintain the reliabilifyomr
transmission system, it puts us at some risk femprformance of MISO. In addition, actions takgrViSO to
secure the reliable operation of the entire trassion system operated by MISO could result in galteeductions,
rolling blackouts, or sustained system wide bla¢kaun IPL’s transmission and distribution systeny af which
could have a material adverse effect on our restiligperations, financial condition, or cash floSee alsdltem
1. Business — MISO Operationahd“ltem 7. Management’s Discussion and Analysis afdficial Condition and
Results of Operations — Liquidity and Capital Reses — Regulatory Matters.”)

Our ownership by AES subjects us to potential riskshat are beyond our control.

All of IPL’'s common stock is owned by IPALCO, all whose common stock is owned by AES. Due to our
relationship with AES, any adverse developmentsaamtbuncements concerning them may affect ourtyabali
access the capital markets and to otherwise corisitess. In particular, downgrades in AES’s ¢nedings
could likely result in IPL or IPALCO’s credit ratiys being downgraded. IPL's common stock is pledgeskcure
certain indebtedness of IPALCO, and IPALCO’s commtutk is pledged to secure certain indebtednes& 8t

IPALCO is a holding company and is dependent on didends from IPL to meet its debt service obligatios.

IPALCO is a holding company with no material ass#ter than the common stock of its subsidiariad, a
accordingly all cash is generated by the operatiiyities of our subsidiaries, principally IPL.UB mortgage and
deed of trust, its amended articles of incorporatind its Credit Agreement contain restrictiongRld's ability to
issue certain securities or pay cash dividendP&LCO. For example, there are restrictions thatiireq
maintenance of a leverage ratio which could lifé &bility of IPL to pay dividends. Sééem 7. Management's
Discussion and Analysis of Financial Condition @elsults of Operations — Liquidity and Capital Reses” for a
discussion of these restrictions. See Notérglebtednessto the audited Consolidated Financial Statemefts
IPALCO in*“Item 8. Financial Statements and SupplementaryaDancluded in this Form 10-K for information
regarding indebtedness.
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If we were found not to be in compliance with the randatory reliability standards, we could be subjecto
sanctions, including substantial monetary penaltieswvhich likely would not be recoverable from custorars
through regulated rates.

As an owner and operator of a bulk power transimissystem, IPL is subject to mandatory reliab#itgndards
promulgated by the NERC and enforced by the FERT.sfandards are based on the functions that ndesl t
performed to ensure the bulk power system operetiably and is guided by reliability and marketerface
principles. Compliance with reliability standardayrsubject us to higher operating costs or incibaapital
expenditures. Although we expect to recover castkexpenditures from customers through regulatesgréhere
can be no assurance that the IURC will approverfidbvery in a timely manner. If we were found tmbe in
compliance with the mandatory reliability standarde could be subject to sanctions, including sl
monetary penalties, which likely would not be resmble from customers through regulated rates anlii have a
material adverse effect on our results of operatifinancial condition and cash flows.

We rely on access to the capital markets. Generat@enomic conditions and disruptions in the financial
markets could adversely affect our ability to raisecapital on favorable terms or at all, and cause itreases in
our interest expense.

From time to time we rely on access to capital merlas a source of liquidity for capital requireisarot satisfied
by operating cash flows. It is possible that ouilitytto raise capital on favorable terms or atauld be adversely
affected by future market conditions, and we mayi&ble to access adequate funding to refinancedehiras it
becomes due or finance capital expenditures. Tteneaf any impact will depend on several factorsluding our
operating cash flows, the overall demand in théitrearkets, our credit ratings, credit capacitg tost of
financing, and other general economic and busicesditions. It may also depend on the performariczemlit
counterparties and financial institutions with whige do business.

See Note 9jIndebtednessto the audited Consolidated Financial Statemeft® ALCO in“Item 8. Financial
Statements and Supplementary Daite¢luded in this Form 10-K for information regardiindebtedness. See also
“Iltem 7A. Quantitative and Qualitative Disclosurba@ut Market Risk — Credit Market Riskdr information related
to credit market risks.

The level of our indebtedness, and the security puwided for this indebtedness, could adversely affectur
financial flexibility.

As of December 31, 2012, we had on a consolidaasis$1.8 billion of indebtedness and total common
shareholder’s deficit of $3.2 million. IPL had $985nillion of First Mortgage Bonds outstanding &®ecember
31, 2012, which are secured by the pledge of sobially all of the assets of IPL under the termd$Rif's mortgage
and deed of trust. IPL also had $50 million of sedundebtedness pursuant to a receivables saligyfathis level
of indebtedness and related security could haveitapt consequences, including the following:

= increase our vulnerability to general adverse enbo@nd industry conditions;

= require us to dedicate a substantial portion ofaaish flow from operations to make payments on our
indebtedness, thereby reducing the availabilitgwfcash flow to fund other corporate purposes;

= limit our flexibility in planning for, or reactingp, changes in our business and the industry ichvhie
operate; and

= limit, along with the financial and other restnaicovenants in our indebtedness, our ability todve
additional funds, as needed.

We expect to incur additional debt in the futurgyject to the terms of our debt agreements andatagy

approvals for any IPL debt. To the extent we becomee leveraged, the risks described above woule@se.
Further, actual cash requirements in the future beagreater than expected. Accordingly, our cash from
operations may not be sufficient to repay at matail of the outstanding debt as it becomes duk Erthat event,
we may not be able to borrow money, sell assetdhmrwise raise funds on acceptable terms or &b adifinance
our debt as it becomes due. For a further discnssioutstanding debt, sékem 7. Management's Discussion and
Analysis of Financial Condition and Results of Gytems — Liquidity and Capital Resources.”
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Current and future conditions in the economy may adersely affect our customers, suppliers and
counterparties, which may adversely affect our redts of operations, financial condition, and cash @ws.

Our business, results of operations, financial @é@rd and cash flows have been and will contirmbé affected by
general economic conditions. As a result of slowgiabal economic growth, credit market conditidihsstuating
consumer and business confidence, fluctuating caditsnprices, and other challenges currently affegthe
general economy, some of our customers have expedeand may continue to experience deteriorationedr
businesses, cash flow shortages, and difficultgiobtg financing. As a result, existing customeesymeduce their
electricity consumption and may not be able talfutieir payment obligations to us in the norntahely fashion.

In addition, some existing commercial and industiisstomers may discontinue their operations. Furtiore,
projects which may result in potential new custameray be delayed until economic conditions imprawe.
particular, the projected economic growth and tetaployment in Indianapolis are important to thedieation of
our forecasts for annual energy sales.

At times, we may utilize forward contracts to masaige risk associated with power purchases andeshtd power
sales, and could be exposed to counterparty aiiskliin these contracts. Further, some of our dapplcustomers
and other counterparties, and others with whomrarstct business may be experiencing financiadtdiffes,
which may impact their ability to fulfill their olgations to us. For example, our counterpartiefoomnard purchase
contracts and financial institutions involved irr @uedit facility may become unable to fulfill theiontractual
obligations. We may not be able to enter into regaent agreements on terms as favorable as otingxis
agreements. If the general economic slowdown coasirior significant periods or deteriorates sigaifitly, our
results of operations, financial condition, andhcigws could be materially adversely affected.

Wholesale power marketing activities may add volality to earnings.

We engage in wholesale power marketing activitias primarily involve the offering of utility-ownear contracted
generation into the MISO day-ahead and real-timeketa. As part of these strategies, we may alsowdgeenergy
contracts that are integrated with portfolio requients around power supply and delivery. The egsriiom
wholesale marketing activities may vary based oattlating prices for electricity and the amounelefctric
generating capacity, beyond that needed to meetdarvice requirements. In order to reduce theaislolatility in
earnings from wholesale marketing activities, weymgtimes enter into forward contracts to hedgehgisk. If we
do not accurately forecast future commaodities priweif our hedging procedures do not operate asngld we may
experience losses. We did not use such hedgesllbx@®2011, and used them on a fairly limited bas®010 with
no material impact to earnings. No such hedgeswarently in place.

In addition, the introduction of additional renewabnergy into the MISO market could have the ¢fééceducing
the demand for wholesale energy from other soufides.additional generation produced by renewabéegn
sources could have the impact of reducing markeegifor energy and could reduce our opportunityeibcoal
fired and gas generation into the MISO market,gbhgreducing our wholesale sales. Additionally,rdases in
natural gas prices in the U.S. have the impacedficing market prices for electricity, which caduee our ability
to sell excess generation on the wholesale maaketiell as reduce our profit margin on wholesalessa

Parties providing construction materials or service may fail to perform their obligations, which coutl harm
our results of operations, financial condition, andcash flows.

Our construction program calls for extensive exjiteingls for capital improvements and additions, udahg the
installation of environmental upgrades, improveragatgeneration, transmission and distributionlifaes, as well
as other initiatives. As a result, we have engaged,will continue to engage, numerous contracatshave
entered into a number of agreements to acquirag¢bessary materials and/or obtain the requiredticanion
related services. This exposes us to the riskitiese contractors and other counterparties coilltbfperform. In
addition, some contracts provide for us to assumaeisk of price escalation and availability ofteér metals and
key components. This could force us to enter ifter@ative arrangements at then-current markeepribat may
exceed our contractual prices and cause construdélays. It could also subject us to enforcemetibia by
regulatory authorities to the extent that suchrremtor failure resulted in a failure by IPL tongoly with
requirements or expectations. Although our agreésrene designed to mitigate the consequences oteatial
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default by the counterparty, our actual exposurg beagreater than these mitigation provisions. Thisld
adversely affect our financial results, and we rhigbur losses or delays in completing construction

We could incur significant capital expenditures tocomply with environmental laws and regulations andsr
material fines for noncompliance with environmentallaws and regulations.

We are subject to various federal, state, regiandllocal environmental protection and health aidtg laws and
regulations governing, among other things, the gatima, storage, handling, use, disposal and tiateion of
hazardous materials; the emission and discharpazzrdous and other materials into the environnazamt;the
health and safety of our employees. These lawseguations often require a lengthy and complexess of
obtaining and renewing permits and other governeilentthorizations from federal, state and locahaggss. A
violation of these laws, regulations or permits pesult in substantial fines, other sanctions, [ierevocation
and/or facility shutdowns. The amount of capitgbenxditures required to comply with environmentaldaor
regulations could be impacted by the outcome oB&RA’s NOV described ifitem 7. Management's Discussion
and Analysis of Financial Condition and Result©gkrations — Environmental Mattetsn which the EPA alleges
that several physical changes to IPL’s generatiatiohis were made in noncompliance with existingremmental
laws. This NOV from the EPA may also result inr@efiwhich could be material.

The combination of existing and expected environaderegulations make it likely that we will tempaitg or
permanently retire or repower several of our emgstprimarily coal-fired, smaller and older genargtunits within
the next several years. These units are not eqgdiipfib the advanced environmental control techniel®geeded to
comply with existing and expected regulations. @ecision on which replacement options to pursukbsil
impacted by the ultimate timetable for implememtatdf the EPA’'s MATS rule, described ittém 7.
Management'’s Discussion and analysis of Financiahdition and Results of Operations — Environmenatters
— MATS:

From time to time we are subject to enforcemeribastfor claims of noncompliance with environmeréaVs and
regulations. IPL cannot assure that it will be ®sstul in defending against any claim of nonconmuléa Under
certain environmental laws, we could be held resjid@ for costs relating to contamination at oustpa present
facilities and at third-party waste disposal sit#& could also be held liable for human exposursutth hazardous
substances or for other environmental damage. Wieotassure that our costs of complying with curesd future
environmental and health and safety laws, andiabilities arising from past or future releasesasfexposure to,
hazardous substances will not adversely affecbasiness, results of operations, financial condjtand cash

flows. Please seitem 7. Management's Discussion and Analysis of Financiahdition and Results of Operations
— Environmental Mattersfor a more comprehensive discussion of environalenatters impacting us.

Commodity price changes may affect the operating ebs and competitive position of our business.

Our business is sensitive to changes in the pficea, the primary fuel we use to produce eleityri@and to a
lesser extent, to the changes in the prices ofalagas, purchased power and emissions allowaflrcasldition,
changes in the prices of steel, copper and otlenraterials can have a significant impact on owt0Any
changes in coal prices could affect the prices age, our operating costs and our competitivetiposivith
respect to our products and services. While we bapeoximately 74% of our current coal requireméotghe
three-year period ending December 31, 2015 undgrterm contracts, the balance is yet to be pusthaad will
be purchased under a combination of long-term ecotgr short-term contracts and on the spot maPkites can be
highly volatile in both the short-term market andtbhe spot market. Pricing provisions in some aflong-term
coal contracts allow for price changes under certacumstances. We are also dependent on purcipasest, in
part, to meet our seasonal planning reserve mar@msexposure to fluctuations in the price of dedimited
because pursuant to Indiana law, we may applygdUWiRC for a change in our FAC every three monthetover
our estimated fuel costs, which may be above anvbéhe levels included in our basic rates. In addjtwe may
generally recover the energy portion of our puredgsower costs in these quarterly FAC proceedinbgest to a
benchmark (as discussed‘item 7. Management’s Discussion and Analysis ofdficial Condition and Results of
Operations — Regulatory Matters"We must present evidence in each proceedingwbdtave made every
reasonable effort to acquire fuel and generateimhase power or both so as to provide electrioityur retail
customers at the lowest fuel cost reasonably plessib
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We are subject to employee workforce factors thatauld affect our business, results of operations,fancial
condition, and cash flows.

We are subject to employee workforce factors, idiclg, among other things, loss or retirement of gessonnel
(approximately 59% of our employees are over treeafd0 and have an average of 24 years of expajen
availability of qualified personnel, and collectivargaining agreements with employees who are menadiea
union. Approximately 63% of our employees are repnéed by the International Brotherhood of Eleatrit/orkers
in two bargaining units: a physical unit and aickgrtechnical unit. We may not be able to sucadhstrain new
personnel as current workers with significant krexdge and expertise retire. We also may be unaldatbour
business with qualified personnel in the eventgrificant absenteeism related to a pandemic i#nggork
stoppages or other workforce issues could affecbasiness, results of operations, financial caowljtand cash
flows.

Economic conditions relating to the asset performage and interest rates of the Employees’ Retiremeritlan
of IPL and Supplemental Retirement Plan of IPL (togther, the “Pension Plans”) could materially impactour
results of operations, financial condition, and casflows.

Pension costs are based upon a number of actaasaimptions, including an expected long-term ratetarn on
pension plan assets, level of employer contribgtitime expected life span of pension plan beneiigand the
discount rate used to determine the present vdlfigore pension obligations. Any of these assuonsicould
prove to be wrong, resulting in a shortfall of ®ension Plans’ assets compared to pension obligatinder the
Pension Plans. We are responsible for funding aoytfall of Pension Plans’ assets compared to pensi
obligations under the Pension Plans, and a sigmifigicrease in our pension liabilities could miaterimpact our
results of operations, financial condition, andnceisws. We are subject to the Pension Protectionof 2006,
which requires plans that are less than 100% futaléally fund any funding shortfall in amortizeeMel
installments over seven years, beginning in the gethe shortfall. In addition, we must also cdmite the normal
service cost earned by active participants dutiegolan year. Each year thereafter, if the planeufunding
increases to more than the present value of thairémg annual installments, the excess is sepgratabrtized
over a hew seven year period.

Please see Note 1'Pension and Other Postretirement Benefits’the audited Consolidated Financial Statements
of IPALCO in"“Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for further
discussion.

From time to time, we are subject to material litigation and regulatory proceedings.

We may be subject to material litigation, regulgtproceedings, administrative proceedings, setthéspe
investigations and claims from time to time. Theae be no assurance that the outcome of thesersmadtenot
have a material adverse effect on our businesslises operations, financial condition, and casiE. Please see
Note 3,“Regulatory Matters”andNote 12,"Commitments and Contingencie$) the audited Consolidated
Financial Statements of IPALCO fitem 8. Financial Statements and SupplementaryaDatcluded in this Form
10-K for a summary of significant regulatory mastand legal proceedings involving us.

Information technology security vulnerabilities coud have a material adverse impact to our reputation
and/or our consolidated results of operations, finacial condition and cash flows.

We require access to sensitive customer data iarttieary course of business. If a significant lsteaf our
information technology security system occurred, reputation could be adversely affected, custaroefidence
could be diminished, customer information couldubed for identity theft purposes, or we could Hgestt to costs
associated with the breach. In the event of anii sueach, we could be subject to fines and legéind, which
could affect our business, results of operatiangnicial condition, and cash flows.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 1C. DEFINED TERMS

DEFINED TERMS

The following is a list of frequently used abbrdigas or acronyms that are found in this Form 10-K:

1995B Bonds $40 Million aggregate principal amoofiithe City of Petersburg, Indiana
Pollution Control Refunding Revenue Bonds AdjustaRhte Tender
Securities 1995B Series, Indianapolis Power & Lighmpany Project

2011 IPALCO Notes $375 million of 8.625% (origiraupon 7.625%) Senior Secured Notes due
November 14, 2011

2016 IPALCO Notes $400 million of 7.25% Senior SecuNotes due April 1, 2016

2018 IPALCO Notes $400 million of 5.00% Senior SecLNotes due May 1, 2018

AES The AES Corporation

ASC Financial Accounting Standards Board Accounsitgndards Codification

BACT Best Achievable Control Technology

CAA Federal Clean Air Act

CAIR Clean Air Interstate Rule

CCB Coal Combustion Byproducts

CCT Clean Coal Technology

CO, Carbon Dioxide

CPCN Certificate of Public Convenience and Necgssit

Defined Benefit Pension Plan Employees’ Retirenfdan of Indianapolis Power & Light Company

DSM Demand Side Management

ECCRA Environmental Compliance Cost Recovery Atfjusnt

EPA U.S. Environmental Protection Agency

EPAct Energy Policy Act of 2005

Exchange Act Securities Exchange Act of 1934, asmated

FAC Fuel Adjustment Charges

FERC Federal Energy Regulatory Commission

GHG Greenhouse Gas

IBEW International Brotherhood of Electrical Worker

IPALCO IPALCO Enterprises, Inc.

IPL Indianapolis Power & Light Company

IURC Indiana Utility Regulatory Commission

kWh Kilowatt hours

MATS Mercury and Air Toxics Standards

MISO Midwest Independent Transmission System Operéic.

MW Megawatts

NAAQS National Ambient Air Quality Standards

NERC North American Electric Reliability Corporatio

NOV Notice of Violation

NOy Nitrogen Oxides

NPDES National Pollution Discharge Elimination Syst

Pension Plans Employees’ Retirement Plan of IngialimPower & Light Company and
Supplemental Retirement Plan of Indianapolis Pa&vkight Company

PSD Prevention of Significant Deterioration

RFC ReliabilityFirst Corporation

RSG Revenue Sufficiency Guarantee

RSP AES Retirement Savings Plan

SO, Sulfur Dioxides

Supplemental Retirement Plan Supplemental Retirelam of Indianapolis Power & Light Company

Thrift Plan Employees’ Thrift Plan of IndianapoRewer & Light Company

U.S. United States of America
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ITEM 2. PROPERTIES

Our executive offices are located at One Monumére; Indianapolis, Indiana. This facility and ttemainder of
our material properties in our business and opmratare owned directly by Indianapolis Power & LtiGlmmpany.
The following is a description of these materiaigmerties.

We own two distribution service centers in Indiamiggpand the building in Indianapolis which houses customer
service center.

We own and operate four generating stations. Twibefjenerating stations are primarily coal-fireatiens. The
third station has a combination of units that usal ¢base load capacity) and natural gas and/dpedking
capacity) for fuel to produce electricity. The fdustation is a small peaking station that usesfiged combustion
turbine technology for the production of electrciFor electric generation, the net winter desigpazity is 3,492
MW and net summer design capacity is 3,353 MW. [@ghest summer peak level of 3,139 MW was recoided
August 2007 and the highest winter peak level 872, MW was recorded in January 2009.

Our sources of electric generation are as follows:

Winter Summer
Number of  Capacity Capacity

Fuel Name Units (MW) (MW) Location

Coal Petersburg 4 1,752 1,752 Pike County, Indiana
Harding Street 3 645 639 Marion County, Indiana
Eagle Valley 4 263 260 Morgan County, Indiana
Total 11 2,660 2,651

Gas Harding Street 3 385 322 Marion County, Indiana
Georgetown 2 200 158 Marion County, Indiana
Total 5 585 480

Ol Petersburg 3 8 8 Pike County, Indiana
Harding Street 6 158 133 Marion County, Indiana
Eagle Valley 3 81 81 Morgan County, Indiana
Total 12 247 222

Grand Total 28 3,492 3,353

Net electrical generation during 2012, at the Rbiang, Harding Street, Eagle Valley and Georgetplants,
accounted for approximately 69.9%, 27.4%, 2.2%@&BbB&bo, respectively, of our total net generation.

Our electric system is directly interconnected wfith electric systems of Indiana Michigan Power @any,
Vectren Corporation, Hoosier Energy Rural ElecB@operative, Inc., and the electric system joiotisned by
Duke Energy Indiana, Indiana Municipal Power Ageaod Wabash Valley Power Association, Inc. Our
transmission system includes 458 circuit miles4#,800 volt lines and 377 circuit miles of 138,0@ lines. The
distribution system consists of 4,756 circuit milgglerground primary and secondary cables and &it&lit miles
of overhead primary and secondary wire. Undergrairekt lighting facilities include 755 circuit red of
underground cable. Also included in the systenaatiaal of 144 substations. Depending on the veltagels at the
substation, some substations may be consideredabmitk power substation and a distribution substaiThe
number of bulk power substations is 73, and thebarmof distribution substations is 123, reflectihg fact that 52
substations are considered both bulk power andhilision substations.

All critical facilities we own are well maintaineth good condition and meet our present needs"(sem 7.
Management’s Discussion and Analysis of Financahdition and Results of Operations — Executive @eer —
Market Developmenitgor further discussion of our “ready reserve” pior the Eagle Valley generation plant).
Currently, our plants generally have enough capdgitneet the needs of our retail customers whieof alur units
are available. During periods when our generataqgpcity is not sufficient to meet our retail demamdwhen
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MISO provides a lower cost alternative to somewfavailable generation, we purchase power on tf&M
wholesale market.

Mortgage Financing on Properties

The First Mortgage secures first mortgage bondsesdy IPL. Pursuant to the terms of the Firsttiglage,
substantially all property owned by IPL is subjeect direct first mortgage lien securing indebtesdnef $965.3
million at December 31, 2012. In addition, IPALC@shoutstanding $800 million of Senior Secured Nuoteish
are secured by its pledge of all of the outstandmmmon stock of IPL.

ITEM 3. LEGAL PROCEEDINGS

Please setem 7. Management’s Discussion and Analysis afdficial Condition and Results of Operations —
Environmental Matters,’and Note 3/Regulatory Matters”and Note 12;Commitments and Contingencie$3 the
audited Consolidated Financial Statements of IPALEMtem 8. Financial Statements and SupplementaryaDat
included in this Form 10-K for a summary of sigoéit legal proceedings involving us. We are aldgesu to
routine litigation, claims and administrative predags arising in the ordinary course of business.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS
AND ISSUER PURCHASE OF EQUITY SECURITIES

As of February 26, 2013, all of the outstanding nwm stock of IPALCO is owned by AES, and as a tdsulot
listed for trading on any stock exchange.

Dividends

During 2012, 2011 and 2010, we paid dividends t&A&aling $66.6 million, $59.2 million and $73.2man,
respectively. Future distributions will be deteredat the discretion of the Board of DirectorsALCO and will
depend primarily on dividends received from IPL andh other factors as the Board of Directors #l€0O
deems relevant. Please sdem 7. Management’s Discussion and Analysis afdficial Condition and Results of
Operations — Liquidity and Capital Resourceasf’this Form 10-K for a discussion of limitatioas dividends from
IPL. In order for us to make any dividend paymeat8ES, we must, at the time and as a result dfi simidends,
either maintain certain credit ratings on our seliag-term debt or be in compliance with leverage interest
coverage ratios contained in IPALCO'’s Articles nfdrporation. We do not believe this requiremeritlvé a
limiting factor in paying dividends in the ordinacgurse of prudent business operations.

ITEM 6. SELECTED FINANCIAL DATA

The following table presents our selected const#idiéinancial data which should be read in conjiamctvith our
audited Consolidated Financial Statements andeflaged notes thereto atitem 7. Management’s Discussion and
Analysis of Financial Condition and Results of Gyiems.” The“Results of Operationstiscussion irfltem 7.
Management'’s Discussion and Analysis of Financahdition and Results of Operationaddresses significant
fluctuations in operating data. IPALCO is a whatiywned subsidiary of AES and therefore does notrtegaynings
or dividends on a per-share basis. Other datanthaagement believes is important in understandergls in our
business are also included in this table.

Year Ended December 31,
2012 2011 2010 2009 2008

(In Thousands)
Operating Data:

Total utility operating revenues $ 1,229,7% 1,171,924 % 1,144,903$% 1,068,081$ 1,079,113
Utility operating income 162,900 152,653 172,438 169,957 181,893
Allowance for funds used during construction 2,146 6,624 6,427 3,632 2,292

Net income 71,996 60,575 79,947 73,768 74,665
Balance Sheet Data (end of period):

Utility plant — net 2,425,610 2,441,347 2,361,509 2,321,676 2,341,072
Total assets 3,285,347 3,271,652 3,137,980 3,035,345 3,102,411
Common shareholder’s deficit (3,219) (5,846) (4,730) (9,058) (9,909)

Cumulative preferred stock of subsidiary 59,784 59,784 59,784 59,784 59,784
Long-term debt (less current maturities) 1,651,1201,760,316 1,332,353 1,706,695 1,666,085
Long-term capital lease obligations 6 12 38 28 301

Other Data:

Utility capital expenditures 129,747 209,851 163,652 115,363 106,906
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should bel ieaconjunction with our audited Consolidated Ficial
Statements and the notes thereto includéttém 8. Financial Statements and SupplementaryaDatf this Form
10-K. The following discussion contains forward#atg statements. Our actual results may differ nitg from
the results suggested by these forward-lookingstahts. Please se€édutionary Note Regarding Forward —
Looking Statemeritsit the beginning of this Form 10-K afilem 1A. Risk Factors.’For a list of certain
abbreviations or acronyms in this discussion,“#leen 1C. Defined Termsincluded in Part | of this Form 10-K.

EXECUTIVE OVERVIEW

The most important matters on which we focus inwating our financial condition and operating penfiance and
allocating our resources include: (i) recurringtéms which have significant impacts on operatingfgrenance such
as: regulatory action, environmental matters, weraéimd weather-related damage in our service ateability to
sell power in the wholesale market at a profit, #redlocal economy; (ii) our progress on perforngimsprovement
strategies designed to maintain high standardeviaral operating areas (including safety, enviromade
sustainability, reliability, customer service, amiployee satisfaction) simultaneously; and (iiij slort-term and
long-term financial and operating strategies. Fdisaussion of how we are impacted by regulaticsh an
environmental matters, please Seiguidity and Capital Resources — Regulatory Masteand“Liquidity and
Capital Resources — Environmental Mattetater in this section arfdtem 1. Business.”

Market Developments

We are one of many transmission system owner menibdiISO. MISO is a regional transmission orgatiaa
which maintains functional control over the comlitensmission systems of its members and managesfdhe
largest energy and ancillary services marketsenuts. IPL offers the available electricity prodantof each of its
generation assets into the MISO day-ahead andimalmarkets. MISO dispatches generation asseisanomic
order considering transmission constraints andratimbility issues to meet the total demand & EhSO region.

The increased interconnection of renewable enerdiye MISO transmission system and participatioreaEwable
energy resources in the MISO energy markets haweedsed the economic dispatch of energy from esalurces.
Additionally, the use of enhanced technologiestmwer natural gas from shale deposits has inadlesgeral gas
supply and reserves, which has placed downwardpre®n natural gas prices and, therefore, on whtdegower
prices. The combination of these factors signifigareduced the clearing price of electricity irethlISO market in
2012 as compared to 2011. These factors, combiitedive unusually mild winter in the MISO footpriint early
2012 and a weakened economy, resulted in clearingspin the MISO market for much of the first hatf2012 at
their lowest levels since the MISO energy markefapein 2005. As a result, IPL’s coal-fired genemattalled upon
by MISO to produce electricity during the 2012 win&nd spring months was at its lowest levels s2@5. The
hotter than normal summer temperatures in 2012aflgnnitigated that trend, but wholesale saleuvaés were
still down from 2011, which was also hotter thammal during the summer.

The greatest impact of the depressed winter andgspiSO electricity prices was a reduction in thel portion of
the retall rate to IPL’s customers, which did mapact net utility operating income due to the pssugh nature
of fuel and purchased power cost under the FACqmdings. There was also, however, a significanatiesg
impact on our wholesale sales volumes, as welbagmfit margin on wholesale sales. Accordinglyolesale
revenues are down $5.4 million or 12% in 2012 ve2dl 1, despite reductions in both planned andammeid
outage rates in 2012. The total impact to IPL iglly mitigated by the fact that wholesale revesinave typically
represented less than 5% of total revenues inghesyleading up to 2012.

In light of these circumstances, in March 2012, lRénagement implemented a “ready reserve” plathibEagle
Valley generation plant. This ready reserve plaamsehat IPL will do the work necessary to maintaim
equipment at Eagle Valley and to be ready whenttfiis are dispatched by MISO. In order to keeppihat
prepared for intermittent use, we have retaineshalseam of people at Eagle Valley. The restRif's employees
that were previously at Eagle Valley have mosttyred from IPL or have been positioned in otheraaref IPL

until the plant’s units are needed. The units atBagle Valley generation plant were dispatcheMt80 at various

22



times since implementation of the ready reserve plad they performed successfully. As a resulbhefready
reserve plan, we estimate operating and maintenzoste for Eagle Valley in 2012 were approximag&gymillion
less than what we would have otherwise expectegleBéalley remains part of IPL’s operating and a@fyaplan
and will continue to be, until it is no longer eocomical to maintain the facility and/or able to meavironmental
regulations. The Eagle Valley units represent axiprately 10% of IPL’s total generating capacityeiach of the
past three years, and approximately 2%, 7%, andf/&b6tual electricity generated by IPL in 2012, 204nd 2010,
respectively.

Weather and Weather-Related Damage in our Servicer&a

Extreme high and low temperatures in our serviea &iave a significant impact on revenues as manyrofetail
customers use electricity to power air conditionetsctric furnaces and heat pumps. The impaditgtly
mitigated by our declining block rate structure jethgenerally provides for residential and comnarcustomers
to be charged a lower per kWh rate at higher copsiom levels. Therefore, as volumes decrease, tighted
average price per kWh increases. The effect isrgéimenore significant with high temperatures thaith low
temperatures as many of our customers use gasTee#fitistrate, during the first quarter of 2012hem our service
territory experienced a 27% decrease in heatingegedays as compared to the same period in 2011, we
experienced an $11.7 million decrease in retaiémneres due to a lower volume of kWh sales.

In addition, because extreme temperatures haveftbet of increasing demand for electricity, theoldsale price
for electricity generally increases during periofigxtreme hot or cold weather and, therefore g@fhave available
capacity not needed to serve our retail load, we Ineaable to generate additional income by seliogrer on the
wholesale market (see below).

Storm activity can also have an adverse effectusroperating performance. Severe storms often damag
transmission and distribution equipment, therehysotay power outages, which reduce revenues andaserrepair
costs. Storm related operating expenses (primapgirs and maintenance) were $1.2 million, $1J6aniand
$0.8 million in 2012, 2011 and 2010, respectively.

Our Ability to Sell Power in the Wholesale Market & a Profit

At times, we will purchase power in the wholesakrkets, and at other times we will have electricegation
available for sale in the wholesale market in catitipa with other utilities and power generatorqitiUrecently,
wholesale revenues generally represented approdyra® of our total electric revenues. In 2011 aad?2, that
percentage dropped to 3.7% and then 3.1%, respbcti& decline in wholesale prices can have a ficanit impact
on earnings, because most of our nonfuel costéxam in the short term and lower wholesale pricas result in
lower wholesale volumes sold.

Our ability to be dispatched in the MISO markeséti power is primarily impacted by the locationsdrket price
of electricity and our variable generation costse Bmount of electricity we have available for vdsalle sales is
impacted by our retail load requirements, our gati@n capacity and our unit availability. From titeetime, we
must shut generating units down to perform mainteaar repairs. Generally, maintenance is schediuedg the
spring and fall months when demand for power isdstwOccasionally, it is hecessary to shut unitsrdfor
maintenance or repair during periods of high posmand. See alsad.,.itjuidity and Capital Resources —
Regulatory Mattersfor information about our participation in MIS@at impacts both revenues and costs
associated with our energy service to our utilitgtomers. The price of wholesale power in the MiB&ket as
well as our variable generating costs can be Velatid therefore our revenues from wholesale salegluctuate
significantly from year to year. The weighted agragrice of wholesale MWhs we sold was $28.92,480and
$31.62 in 2012, 2011 and 2010, respectively.

Local Economy
For several years now, the local economy has beféering from an economic slowdown as evidencecliby
elevated unemployment rate in Indianapolis, Indiah&ch approximates the national average. Durint?2@2% of

our revenues came from large commercial and inidlisistomers. For the ten years ending 2012, aial tetail
kWh sales have decreased at a compound annuaifi@tg%. In contrast, for the 10 years ending 20068,

23



compound annual rate was an increase of 1.2%.dEukne over the past few years illustrates thesichpf the
economic recession, as well as the continued imgteation of IPL’s energy efficiency program initiegs.

Operational Excellence

Our objective is to optimize IPL’s performance e tU.S. utility industry by focusing on seven kegas: safety,
commitment to compliance, customer satisfactiolaléity (production and delivery), financial perimance (retail
rates and shareholder value), our people and coiityrieadership. We set and measure these objectaresully,
balancing them in a way and to a degree necessanysure a sustainably high level of performandbése areas
simultaneously as compared to our peers. We moaitoperformance in these areas, and where prhatica
meaningful, compare performance in some areasepuyigities. Because our people, commitment to jgiance
and community leadership are company-specific perdmce goals, they are not benchmarked.

Our safety performance as measured by our OSHAdabte incident, lost work day and severity ratgessed in
2012 and is worse than our goal of being withinttpequartile in our industry. We are committecekeellence in
safety performance and have implemented variougranas in recent years to increase awareness amdvenp
safety policies and practices. Among other thitigase various programs are intended to bring avetd@mphasis
on mitigating the hazards associated with high wskk activities commonly experienced in the indyst

Our customer satisfaction rating, as measured girdle annual JD Power residential electric surigeiy the top
quartile among our midwestern peer utilities, whighbelieve reflects our relatively low rates, stgaeliability,
corporate citizenship, and focus on excellenceustamer service.

Our performance in production reliability was bettean our target in 2012, with the exception @frthal discharge
restrictions in the summer of 2012 attributed tasurally warm river temperatures. We experiencedifsigint
improvements in both our planned and unplannedgeutates associated with our generation plant®12 ersus
2011. Our unplanned outage rate dropped 4.6 pagemoints and the planned outage rate droppeukBcéntage
points in 2012 versus 2011. The planned outagesdserin 2012 was primarily due to the timing ofanaj
generating unit overhauls. Two such outages wemgptaied in 2011 at Petersburg (one that lasteday® dn a 545
MW unit and another that lasted 86 days on a 232 i), while none were performed in 2012. We hadithe
2011 overhauls had a direct correlation to the awpment in unplanned outages. Another major geingranit
overhaul is scheduled for 2013.

Most of our performance metrics in delivery rellapiwere better than our targets in 2012. IPL Haelbest
performance in all delivery reliability metrics cpared to the four Indiana investor-owned utiligsspublished in
the most recent IURC reliability report. In additidPL ranked in or near the top decile in disttibu reliability as
reported in the 2011 Institute of Electrical anddftonics Engineers reliability benchmarking survey

Short-Term and Long-Term Financial and Operating Stategies

Our financial management plan is closely integratét our operating strategies. Key aspects offimamcial
planning include rigorous budgeting and analys&intaining sufficient levels of liquidity and a mgkent dividend
policy at both our subsidiary and holding compaswels. This strategy allows us to remain flexilméhe face of
evolving environmental legislation and regulatarifiatives in our industry, as well as weak ecormounditions.
This strategy also enabled us to refinance $548l®mof long-term debt in 2011, all at significéylower interest
rates.
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RESULTS OF OPERATIONS

In addition to the discussion on operations bejp@ase see the statistical information table inetLich“Item 1.
Business”of this report for additional data such as kWtesand number of customers by customer class.

Comparison of year ended December 31, 2012 and yeamded December 31, 2011
Utility Operating Revenues

Utility operating revenues increased in 2012 frowa prior year by $57.9 million, which resulted froine following
changes (dollars in thousands):

Percentage
2012 2011 Change Change
Utility Operating Revenues
Retail Revenues $ 1,171,516 $ 1,106,271 65,245 5.9%
Wholesale Revenues 37,822 3,181 (5,359) (12.4)%
Miscellaneous Revenues 20,439 22,472 (2,033) (9.0)%
Total Utility Operating Revenues $ 1,229,777 $,171924 $ 57,853 4.9%
Heating Degree Days
Actual 4,399 4,912 (513) (10.4)%
30-year Average 5,548 518
Cooling Degree Days
Actual 1,534 1,482 52 3.5%
30-year Average 1,041 ,041

The increase in retail revenues of $65.2 milliorsywamarily due to a 7.0% increase in the weiglateerage price
per kWh sold ($72.6 million), partially offset bylab% decrease in the volume of kWh sold ($12.4ianjl. The
$72.6 million increase in the weighted averagegpaotkWh sold was primarily due to increases irl fievenues of
$41.5 million; environmental rate adjustment medsrarrevenues of $12.3 million; DSM program rateuattpent
mechanism revenues of $9.7 million; and favorabdelorate variances of $9.3 million. The increaséuiel
revenues is offset by increases in purchased povgts as described below. Likewise, the vast nigjofithe
increases in environmental and DSM rate adjustm&mhanism revenues are offset by increased opgratin
expenses including depreciation and amortizatitre fEvorable block rate variances of $9.3 millioe mostly
attributed to our declining block rate structuréjet generally provides for residential and comnammustomers
to be charged a lower per kWh rate at higher copsiom levels. Therefore, as volumes decrease, #ighted
average price per kWh increases. The $12.4 millieerease in the volume of electricity sold was prify due to
milder temperatures in our service territory durihg winter of 2012 (demonstrated by the decreabeating
degree days, as shown in the table above).

The decrease in wholesale revenues of $5.4 millias primarily due to a 7.8% decrease in the quaofikWh

sold ($3.4 million) and a 5.0% decrease in the tteig average price per kWh sold ($2.0 million). §éndeclines in
the quantity and price of wholesale kWh sales apdagned in the preceding section entitléddrket
Development$
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Utility Operating Expenses

The following table illustrates our primary openatiexpense changes from 2011 to 2012 (in millions):

2011 Operating Expenses $ 1,019.3
Increase in power purchased 31.1
Decrease in maintenance expenses (19.6)
Increase in depreciation and amortization costs 9.6
Increase in DSM program costs 8.6
Increase in fuel costs 6.3
Increase in pension expenses 4.7
Increase in income taxes — net 4.6
Other miscellaneous variances — individually immate 2.3

2012 Operating Expenses $ 1,066.9

The $31.1 million increase in purchased power cosfs primarily due to a 48% increase in the volahgower
purchased during the period ($35.4 million), pdlstiaffset by a 2% decrease in the market pricp@frer
purchased during the period ($4.3 million). A pantiof the volume increase can be attributed to p@uechased as
part of a power purchase agreement for approxima@d MW of wind generated electricity from a prtje
Minnesota, which began commercial operation in Get®011. Additionally, at times the MISO markebyides a
lower cost alternative to serve a portion of ouiisglictional customers’ electricity demand. For thasons
described in the preceding section entitlbthtket Developmengsthis situation occurred with greater frequency
versus the comparable period.

Maintenance expenses decreased $19.6 million orc$8ffpared to 2011 primarily due to the timing ofjona
generating unit overhauls. As described previouslg, such overhauls occurred in 2011, while nomk f@ace in
2012. We expect maintenance expenses to incre@éd with another major generating unit overhatlkesiuled.
Another contributing factor for this decrease wasfavorable impact resulting from the implemeotaidf our
“ready reserve” plan in 2012 for the Eagle Vall@ngration plant, which is described in the preagdiction
entitled ‘Market Developments

The increase in depreciation and amortization cofs$9.6 million was primarily due to additionallity plant
assets placed in service, including the approxiln&E30 million Petersburg Unit 4 flue gas desulation
enhancements project that was completed in thelfaurarter of 2011. Depreciation costs on thisgubare
recoverable through customer rates.

The increase in DSM program costs of $8.6 millwhijch are included inOther operating expensesn our
Consolidated Statements of Comprehensive Inconagtributed to the continued implementation of I®ehergy
efficiency program initiatives. The increase in DPkbgram costs is correlated to the increase in p&dgram rate
adjustment mechanism revenues as noted above.

The $6.3 million increase in fuel costs is primadue to a $20.0 million or 8% increase in the @per ton of coal
we consumed during the comparable periods and 2 $iiflion increase in deferred fuel costs as #mult of
variances between estimated fuel and purchasedrpmsts in our FAC and actual fuel and purchasedepaosts.
These fuel cost increases were partially offsed $24.1 million decrease in the quantity of fueisiemed, due
primarily to a decrease in total electricity satfetume in the comparable periods and an increaieirolume of
power purchased, as described above. We are ggnagahitted to recover underestimated fuel ancpased
power costs to serve our retail customers in futates through the FAC proceedings and, therefoeecosts are
deferred when incurred and amortized into expemsled same period that our rates are adjustedleztréhese
costs.

The $4.7 million increase in pension expenses, lwlidncluded in Other operating expensesn our

Consolidated Statements of Comprehensive Inconmingarily due to a $6.2 million increase in theagnized
actuarial loss (see Critical Accounting PolicieBensions Costs for details). The $4.6 million iaseein income
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taxes — net was primarily due to the tax effedhefincrease in pretax net operating income, ferdasons
previously described, offset by an increase imtlamufacturer’s deduction of $1.0 million and alsigecrease in
depreciation flow through taxes of $0.8 million.

Other Income and Deductions

Other income and deductions decreased $2.7 millin3%, in 2012 primarily due to a (i) $13.3 nahigain on
sale of our Oatsville coal reserve in 2011 (asulised in Note 13 Sale of Oatsville Coal Reseiv® the audited
Consolidated Financial Statements of IPALCOlilerh 8. Financial Statements and Supplementary DOatiuded
in this Form 10-K); (i) a $6.0 million decreasetire income tax benefit, which was primarily dueghe change in
pretax nonoperating income during the comparahiege and a $1.2 million tax return true-up to gner year
accrual; and (iii) a $2.9 million decrease in thewaance for equity funds used during constructisra result of
decreased construction activity. These decreases pegtially offset by a $15.4 million loss on arl
extinguishment of debt in May of 2011 related te thpurchase of $375 million of 8.625% (originalipon
7.625%) Senior Secured Notes due November 14, ¢2011 IPALCO Notes”), including a $14.4 million ia
tender premium; (ii) additional contingent lossraeds of $2.2 million in 2011; and (iii) impairmeot $1.6 million
recorded on a minority ownership investment in 2011

Interest and Other Charges

Interest and other charges decreased $3.9 mitio8%, during 2012 primarily due to lower interestlong-term
debt of $5.8 million as a result of various debinencing activities in 2011, including the refirgmg in May of
2011 of $375 million of 8.625% 2011 IPALCO Notegdw$400 million of 5.00% Senior Secured Notes dusey N,
2018. This decrease was partially offset by a $dilbon decrease in the allowance for borrowed finded during
construction as a result of decreased construetitiwity.

Comparison of year ended December 31, 2011 and yeamded December 31, 2010

Utility Operating Revenues

Utility operating revenues increased in 2011 fréwa prior year by $27.0 million, which resulted froie following
changes (dollars in thousands):

Percentage
2011 2010 Change Change
Utility Operating Revenues
Retail Revenues $ 1,106,271 $ 1,064,559 41,712 3.9%
Wholesale Revenues 43,181 0,964 (17,783) (29.2)%
Miscellaneous Revenues 22,472 19,380 3,092 16.0%
Total Utility Operating Revenues $ 1,171,924 4,144,903 $ 27,021 2.4%
Heating Degree Days
Actual 4,912 5,267 (355) (6.7)%
30-year Average 5,519 518
Cooling Degree Days
Actual 1,482 1,619 (137) (8.5)%
30-year Average 1,041 ,041

The increase in retail revenues of $41.7 milliorswae to a 7.2% increase in the weighted average per kWh
sold ($69.1 million), partially offset by a 2.6%aiease in the volume of kWh sold ($22.4 millionjian
nonrecurring charge against retail revenues relat@dior periods ($5.0 million). The $69.1 milliémcrease in the
weighted average price of kWh sold was primarile ttua $56.8 million increase in fuel revenues. iflceease in
fuel revenues is offset by increases in fuel andhmsed power costs as described below. We bahev$22.4
million decrease in the volume of electricity salds primarily due to milder temperatures in ouvgerterritory in
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2011 (as demonstrated by the decreases in coatigigd days and heating degree days, as shown abewegll as
local economic conditions.

The decrease in wholesale revenues of $17.8 millia® primarily due to a 26.4% decrease in the dyaoftkWh
sold ($16.1 million), which was primarily due to excrease in unscheduled outages and major gemg rarit
overhauls. The decline in the quantity of wholes&¢h sales was also impacted by the ability of gemeration to
be dispatched by MISO at wholesale prices thabbhoxe our variable costs. Our ability to be dispattin the
MISO market is primarily impacted by the locationzdrket price of electricity and variable genenatiosts. The
amount of electricity available for wholesale satesnpacted by our retail load requirements, cemagation
capacity and unit availability.

Utility Operating Expenses

The following table illustrates our primary openatiexpense changes from 2010 to 2011 (in millions):

2010 Operating Expenses $ 9725
Increase in power purchased 34.7
Increase in fuel costs 11.8
Increase in salaries, wages and benefits 6.9
Increase in contract services 4.4
Decrease in income taxes — net (13.3)
Other miscellaneous variances — individually immiate 2.3

2011 Operating Expenses $ 1,019.3

The $34.7 million increase in purchased power owsis primarily due to a 111% increase in the volafngower
purchased during the period ($40.4 million), priityadue to an increase in unscheduled outages ajdrm
generating unit overhauls. This increase was pigroéfset by a 5% decrease in the market pricpafrer
purchased during the period ($5.4 million). Thewoé of power we purchase each period is primanityénced
by our retail demand, our generating unit capaaityt outages and because at times it is less expeiosius to buy
power in the market than to produce it ourselvé® market price of purchased power is influencéahamily by
changes in the market price of delivered fuel (jrifg natural gas), the price of environmental esioiss
allowances, the supply of and demand for elecyricihd the time of day in which power is purchased.

The $11.8 million increase in fuel costs is priryadue to (i) a 13% increase in the price per tboaal we
consumed during the comparable periods ($36.2anjlli(ii) increases in the price of oil and gassumed ($3.2
million); and (iii) a $2.4 million increase in defed fuel costs as the result of variances betvesémated fuel and
purchased power costs in our FAC and actual fuglpamchased power costs. These increases werallyaoffset
by a $30.0 million decrease in the quantity of fumhsumed due primarily to a decrease in totateddy sales
volume in the comparable periods. We are genepalynitted to recover underestimated fuel and pwethgpower
costs to serve our retail customers in future rétesugh the FAC proceedings and, therefore, tistscare deferred
when incurred and amortized into expense in theega@niod that our rates are adjusted to reflecglosts. (See
also“Liquidity and Capital Resources — Regulatory Maste- Fuel Adjustment Charge and Authorized Annual
Jurisdictional Net Operating Income.”

The $6.9 million increase in salaries, wages ame:fies is primarily due to overtime for generatingjt outages.
The $4.4 million increase in contract servicesrimprily due to an increase of $3.7 million in erpes on DSM
programs versus the comparable period. These D8lrgam expenses are recoverable through retail resedting
in the program expenses being offset by an incrieasail revenues through the DSM program recpver
mechanism. Losses resulting from reduced salébuttible to the DSM programs are not recoveree@tailrrates.

The $13.3 million decrease in income taxes — natpvamarily due to a decrease in pretax net opegaticome for
the reasons previously described and, to a legsentethe benefit recorded related to the gradeateases in
enacted Indiana tax rates from 8.5% to 6.5% beg@auly 1, 2012 through July 1, 2015 which areprobable to
cause a reduction in future base customer rates.
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Other Income and Deductions

Other income and deductions decreased $5.1 milinB0%, in 2011 primarily due to a $15.4 millias$ on early
extinguishment of debt in 2011 related to the repase of the 2011 IPALCO Notes, including a $14illan early
tender premium, and additional contingent losswdsrof $2.2 million in 2011. These decreases \wargally
offset by a $13.3 million gain on sale of our Odls\coal reserve in 2011 (as discussed in Note' $3le of
Oatsville Coal Reserveo the audited Consolidated Financial Statement®ALCO in“Item 8. Financial
Statements and Supplementary Daite¢luded in this Form 10-K).

Interest and Other Charges

Interest and other charges decreased $5.5 mihio5%, during 2011 primarily due to lower interestlong-term
debt due to the refinancing in May of 2011 of $378ion of 8.625% 2011 IPALCO Notes with $400 milfi of
5.00% Senior Secured Notes due May 1, 2018 (“2028.CO Notes”) and, to a lesser degree, the pay-dafwn
$167.4 million of other interest-bearing IPL deb®i011 with proceeds from long-term debt issualtes
significantly lower interest rates, and the terrtimaof a $40 million interest rate swap by IPLNovember 2011
(as discussed in Note 9ntlebtednesso the audited Consolidated Financial Statement®ALCO in “Item 8.
Financial Statements and Supplementary Dataluded in this Form 10-K).

LIQUIDITY AND CAPITAL RESOURCES
Overview

As of December 31, 2012, we had unrestricted cadicash equivalents of $18.5 million and availddderowing
capacity of $246.9 million under our $250.0 millioommitted revolving credit facilities after outsting
borrowings and existing letters of credit. All fll's long-term borrowings must first be approvediy IURC and
the aggregate amount of IPL’s short-term indebtesimeust be approved by the FERC. We have appnwral f
FERC to borrow up to $500 million of short-term @éldedness outstanding at any time through Jul2@84. As of
December 31, 2012, we also have remaining authfvaty the IURC to, among other things, issue uf185
million in aggregate principal amount of long-tedabt and refinance up to $110 million in existingébtedness
through December 31, 2013, and to have up to $aBidmof long-term credit agreements and liquidiagilities
outstanding at any one time. We also have restriston the amount of new debt that may be issuedau
contractual obligations of AES and by financial enant restrictions under our existing debt oblaai We do not
believe such restrictions will be a limiting factarour ability to issue debt in the ordinary cauos prudent
business operations.

We believe that existing cash balances, cash gekeftmm operating activities and borrowing capaoit our
committed credit facilities will be adequate foe tforeseeable future to meet anticipated operatipgnses,
interest expense on outstanding indebtedness rimgwapital expenditures and to pay dividends ESASources
for principal payments on outstanding indebted@@ssnonrecurring capital expenditures are expedctbe
obtained from: (i) existing cash balances; (ii)icgenerated from operating activities; (iii) boring/capacity on
our committed credit facilities; and (iv) additidrigebt financing. In addition, due to current datlire
environmental regulations, it is likely that equitgpital may also be used as a funding source.

Historical Cash Flow Analysis

Our principal sources of funds in 2012 were nehgasvided by operating activities of $214.8 miflioNet cash
provided by operating activities is net of castddar interest of $103.3 million and pension furglof $48.3
million. Net cash provided by operating activitias2012 was $31.7 million higher than in 2011 priityadue to
lower repairs and maintenance costs in 2012 ari®&@$nillion swap termination payment made in 200He
principal uses of funds in 2012 included capitgenditures of $129.7 million, dividends to AES 66% million
and the payoff in 2012 of $14 million on the reninty credit facility.

Our principal sources of funds in 2011 were nehqasvided by operating activities of $183.1 mifliand net
borrowings of $89.4 million. Net cash provided tpeaating activities is net of cash paid for intés$108.5
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million and pension funding of $37.3 million. Nesh provided by operating activities in 2011 wa8.% million
less than in 2010 primarily due to lower earnirgg$12.6 million interest rate swap termination paptrand other
net changes in working capital. The principal usEfsinds in 2011 included capital expenditures 20%.9 million,
dividends to AES of $59.2 million and asset remaats of $14.9 million.

Our principal source of funds in 2010 was net qasivided by operating activities of $220.5 millidvet cash
provided by operating activities is net of castddar interest of $113.5 million and pension furglof $28.7
million. Net cash provided by operating activitias2010 was $21.2 million less than in 2009 prirtyadliue to
changes in our accounts receivable portfolio an#i&a6 million increase in pension funding. The pipal uses of
funds in 2010 included capital expenditures of $I68illion and dividends to AES of $73.2 million.

Capital Requirements
Capital Expenditures

Our construction program is composed of capitakaxitures necessary for prudent utility operatiand
compliance with environmental laws and regulati@sng with discretionary investments designecefdace
aging equipment or improve overall performance. Capital expenditures totaled $129.7 million, $208illion,
and $163.7 million in 2012, 2011 and 2010, respebtj and were financed with internally generatadicprovided
by operations, borrowings on our credit faciligng-term borrowings and federal grants for IPL’'sa®nEnergy
Projects.

Our capital expenditure program, including develeptand permitting costs, for the three year pefrioch 2013 to
2015 is currently estimated to cost approximatdgmillion (excluding environmental compliance s)slt
includes approximately $256 million for additiom®provements and extensions to transmission ardiditon
lines, substations, power factor and voltage ramgaquipment, distribution transformers, strégitting facilities
and Smart Energy Projects. The capital expendftmgram also includes approximately $149 milliongower
plant related projects and $22 million for othesaoeillaneous equipment.

In addition to the amounts listed above, IPL plemspend an additional $511 million through 202&leding
demolition costs, to comply with the MATS rule. tBfs amount, $456 million is projected to be sparihe three
year period from 2013 to 2015. These amounts danehide any costs for environmental complianceepthan for
compliance with MATS. Please sé&environmental Matters — MATSfor more details.
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Contractual Cash Obligations

Our non-contingent contractual obligations as of&mber 31, 2012 are set forth below:

Payment due

LessThanl 1-3 3-5 More Than
Total Year Years Years 5 Years
(In Millions)

Long-term debt $1,765.3 $110.0 $ - $556.5 $1,098.8
Interest obligatiortd 1,113.0 100.1 192.4 128.2 692.3
Purchase obligatior8:

Coal, gas, purchased power and

related transportation 2,080.7 330.6 475.5 184.7 1,089.9

Other 32.1 7.9 13.7 10.5 -
Pension Fundirfg 49.6 49.6 - - -
Total® $5,040.7 $598.2 $681.6 $879.9 $2,881.0

()

(@)

(©)

(©)

Represents interest payment obligations relatdéicdte¢d and variable rate debt. Interest relatedagable rate debt is calculated using
the rate in effect at December 31, 2012.

Does not include purchase orders or normal purehfaseyoods or services: (1) for which there isaeb an enforceable contract; or
(2) which does not specify all significant term;luding fixed or minimum quantities. Also, doeg imzlude contractual
commitments that can be terminated by us withonajte on notice of 90 days or less. An EPC conti@acthe installation of
environmental controls on IPL’s coal-fired unitssaexecuted January 3, 2013 and payable over thetngarsn connection with th
MATS-related construction project described heréhre related cash outlays are not included inab&tbecause the contract was
executed after December 31, 2012.

IPL elected to fund $49.6 million during January30However, IPL may decide to contribute more t848.6 million to meet certa
funding thresholds. For years 2014 and thereaftercontractual obligation for pension funding ¢astuate due to various factors.
Please seePension Fundingbelow and Note 11'Pension and Other Postretirement Benefits’the audited Consolidated Financial
Statements of IPALCO ititem 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for further discussion.
Does not include an uncertain taadblility of $6.1million (tax and related interest of December 31, 2012 because it is not possi
determine in which future period or periods tha&t tion-current income tax liability for uncertaix fzositions might be paid.

Dividend Distributions

All of IPALCO'’s outstanding common stock is held AS. During 2012, 2011 and 2010, we paid $66.&anil

$59.2 million, and $73.2 million, respectively,dividends to AES. Future distributions will be deténed at the

discretion of our board of directors and will deggmimarily on dividends received from IPL. Dividisifrom IPL
are affected by IPL’s actual results of operatidimgncial condition, cash flows, capital requirerts regulatory

considerations, and such other factors as IPL'scbofdirectors deems relevant.

IRS Regulations

In December 2011, the Internal Revenue Serviceighdd regulations (T.D. 9564) under Internal Reee@Gode
Section 263(a) on the deduction and capitalizatifoexpenditures related to tangible property. Thegglations are
applicable to taxable years beginning on or afuary 1, 2014 (as amended, IRS Announcement 2DA¥& are
evaluating the application of these tax provisiagch may significantly change the timing of futuneome tax
payments.

Pension Plans

We contributed $48.3 million, $37.3 million, and8$2 million to the Pension Plans in 2012, 2011, 200,
respectively. Funding for the qualified EmployeBgtirement Plan of Indianapolis Power & Light Compa
(“Defined Benefit Pension Plan”) is based upon ac#lly determined contributions that take into@aut the
amount deductible for income tax purposes and tingmmm contribution required under the EmployeeiRetent
Income Security Act of 1974, as amended by the iBeri&rotection Act of 2006, as well as targetedifog levels
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necessary to meet certain thresholds. Managemestriat currently expect any of the pension asedis returned
to us during 2013.

From an ERISA funding perspective, IPL’s fundinggt liability shortfall was estimated to be approately $104
million as of January 1, 2013. The shortfall mustflbnded over seven years. In addition, IPL musi abntribute
the normal service cost earned by active parti¢gpduoring the plan year. The ERISA funding nornwtds
expected to be about $8.1 million in 2013, whictludes $3.1 million for plan expenses. Each yeerdafter, if
the plan’s underfunding increases to more thampthsent value of the remaining annual installmehtsgexcess is
separately amortized over a new seven year pdithdelected to fund $49.6 million in January, 20@®jch
satisfies all funding requirements for the calengsar 2013. The $49.6 million contribution inclsdbe $8.1
million referenced above. IPL’s funding policy filie Pension Plans is to contribute annually ne tlean the
minimum required by applicable law, and no morenttiee maximum amount that can be deducted for &der
income tax purposes.

Benefit payments made from the Pension Plans foyélars ended December 31, 2012, 2011 and 2010b3€r8
million, $29.9 million, and $29.7 million, respectiy.

See alsdCritical Accounting Policies - Pension Costs” amdbte 11,“Pension and Other Postretirement Benefits”
to the audited Consolidated Financial StatementBAECO in“Item 8. Financial Statements and Supplementary
Data” included in this Form 10-K for further discussioiiPension Plans.

Capital Resources

IPALCO is a holding company, and accordingly subtsédly all of its cash is generated by the opeg#ctivities
of its subsidiaries, principally IPL. None of itslsidiaries, including IPL, is obligated under aslguaranteed to
make payments with respect to the $400 million.86% Senior Secured Notes due April 1, 2016 (“2AS.CO
Notes”) or the 2018 IPALCO Notes, however, allBEls common stock is pledged to secure these notes.
Accordingly, IPALCO'’s ability to make payments dret2016 IPALCO Notes and the 2018 IPALCO Notes
depends on the ability of IPL to generate cashdisttibute it to IPALCO.

While we believe that our sources of liquidity Wk adequate to meet our needs, this belief ibas@ number of
material assumptions, including, without limitati@ssumptions about weather, economic conditiams¢i@dit
ratings and those of AES and IPL, regulatory casts, environmental regulation and pension ohliget If and

to the extent these assumptions prove to be inatgusur sources of liquidity may be affected. Mwer, changes
in these factors or in the bank or other creditkegr could reduce available credit or our abilityénew existing
credit facilities on acceptable terms. The absefigelequate liquidity could adversely affect ouiligbto operate
our business, and our results of operations, fiahoondition, and cash flows.

Indebtedness
Line of Credit

In December 2010, IPL entered into a $250 millimsecured revolving credit agreement, as discusshidte 9,
“Indebtedness — Line of Cretlib the audited Consolidated Financial Statemeht®ALCO in “Item 8. Financial
Statements and Supplementary Datais credit agreement originally included twaifdies: (i) a $209.4 million
committed line of credit for letters of credit, worg capital and general corporate purposes apd $40.6 million
liquidity facility, which was dedicated for the sgburpose of providing liquidity for certain varialvate unsecured
debt issued on behalf of IPL. As a result of thev@ober 2011 IPL financing activity described beltivg credit
agreement was amended in February 2012 to elimihat$40.6 million liquidity facility and to increa the
committed line of credit for letters of credit, Wwarg capital and general corporate purposes bgdinge amount
resulting in one facility in the amount of $250 loih.
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IPALCQO'’s Senior Secured Notes

In May 2011, IPALCO completed the sale of the 2(A8LCO Notes pursuant to Rule 144A and Regulation S
under the Securities Act of 1933, as amended. D48 PPALCO Notes were issued pursuant to an Inderdated
May 18, 2011, by and between IPALCO and The BarnMa# York Mellon Trust Company, N.A., as trustee.
These notes were subsequently exchanged for neas wath identical terms and like principal amoumthjch
were registered with the Securities and Exchangar@igsion pursuant to a registration statement amr-4
made effective in November 2011. In connection whiik issuance, IPALCO conducted a tender offeepurchase
for cash any and all of IPALCO’s then outstandi2@11 IPALCO Notes. As a result, IPALCO no longes ha
indebtedness with an interest rate that changesodeiganges in its credit ratings. AdditionallyAIRCO no longer
has any debt with financial ratio maintenance canést although its articles of incorporation conéno contain
the same financial ratios restricting dividend pawts and intercompany loans to AES as were inclirdéte 2011
IPALCO Notes.

The 2018 IPALCO Notes were priced to the publi®®&B27% of par. Net proceeds to IPALCO were $394.7
million after deducting underwriting costs and thecount. These costs and other related finanaistsare being
amortized through 2018 using the effective intemsthod. We used the net proceeds to repurchaséth
outstanding 2011 IPALCO Notes through the tendfaraind to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered in the second quart@04flL.. A portion of the proceeds was also used yalpaearly
tender premium of $14.4 million and other fees axgenses related to the tender offer and the retitwmpf the
2011 IPALCO Notes, as well as other fees and exgzeredated to the issuance of the 2018 IPALCO Ndtes
total loss on early extinguishment of debt of $1fillion was included as a separate line item wit@ither Income
and (Deductions) in the accompanying audited Caaestgld Statements of Comprehensive Income.

The 2018 IPALCO Notes are secured by IPALCO’s péedball of the outstanding common stock of IPLeTien
on the pledged shares is shared equally and ratatiiyPALCO’s existing senior secured notes. IPALBas
entered into a Pledge Agreement Supplement withBamk of New York Mellon Trust Company, N.A., as
Collateral Agent, dated May 18, 2011 to the Plefigeeement between IPALCO and The Bank of New York
Mellon Trust Company, N.A. as successor Collatégent dated November 14, 2001.

IPL First Mortgage Bonds and Recent Indiana Finakuhority Bond Issuances

In September 2011, the Indiana Finance Authorgyesl on behalf of IPL an aggregate principal amotf$65.0
million of 3.875% Environmental Facilities ReverBends Series 2011A (Indianapolis Power & Light Camp
Project) due August 2021 and an aggregate prineipaiunt of $40.0 million of 3.875% Environmentathities
Refunding Revenue Bonds Series 2011B (Indianapaiiger & Light Company Project) due August 2021. IPL
issued $95.0 million aggregate principal amourfiref mortgage bonds to the Indiana Finance Authai 3.875%
to secure the loan of proceeds from these twossefibonds issued by the Indiana Finance Authofitpceeds of
these bonds were used to retire $40.0 million adteg 5.75% IPL first mortgage bonds, and for thastruction,
installation and equipping of pollution control fi#ges, solid waste disposal facilities and indiedtdevelopment
projects at IPL’s Petersburg generating station.

In November 2011, IPL issued $140 million aggregatecipal amount of 4.875% first mortgage bonds du
November 2041. Net proceeds from this offering vagrproximately $138.2 million, after deducting thitial
purchasers’ discount and fees and expenses fafféreng payable by IPL. The net proceeds fromdffering
were used to finance the redemption of the follgnonitstanding indebtedness, including redempti@mprms of
$1.6 million and to pay related fees and expenses:

»  $40.0 million aggregate principal amount of they@if Petersburg, Indiana Pollution Control Refurgdin
Revenue Bonds Adjustable Rate Tender Securiti@hH $eries, Indianapolis Power & Light Company
Project (“1995B Bonds"), variable rate, due 2023;

«  $20.0 million aggregate principal amount of they@it Petersburg, Indiana Solid Waste Disposal
Revenue Bonds, 1994A Series, Indianapolis PowerghtlCompany Project, 5.90% Series, due 2024;

«  $30.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1995C Series, Indianapolis Power & Light @any Project, 5.95% Series, due 2029;
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* $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1996 Series, Indianapolis Power & Light CampProject, 6.375% Series, due 2029; and

e $17.35 million aggregate principal amount of thdidma Development Finance Authority’s Exempt
Facilities Revenue Refunding Bonds, Series 1998ahapolis Power & Light Company Project, 5.95%
Series, due 2030.

In addition, IPL used $10.0 million of the net peeds to partially fund a $12.6 million terminatipelyment on the
interest rate swap related to the 1995B Bonds weNter 2011. In accordance with ASC 980, the istenae
swap termination payment is being amortized to rgp@ver the term of the newly issued debt.

Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawéarrow
money or refinance existing indebtedness are &ffieloy our credit ratings. In addition, the applieaibterest rates
on IPL’s credit facility (as well as the amountagfitain other fees on the credit facility) are defsnt upon the
credit ratings of IPL. Downgrades in the creditrrgs of AES could result in IPL’s and/or IPALCO’sedit ratings
being downgraded. Any reduction in our debt or tnedings may adversely affect the trading pri€ewur
outstanding debt securities.

In April 2012, Fitch Ratings downgraded the IssDefault Rating of IPALCO to ‘BB+’ from ‘BBB-’ and
downgraded the instrument rating of IPALCQO’s seiecured notes by one notch to ‘BB+' from ‘BBB+\. |
addition, Fitch Ratings affirmed the Issuer Defadtting of IPL at ‘BBB-' as well as affirmed IPL&ecurity
ratings. In a press release announcing the dowagFatth Ratings cited various factors to explam downgrade,
including, but not limited to: IPALCO's highly levaged capital structure, the sole support IPALCE2irges from
the upstream distributions from IPL, a rise in @tieig costs including pension expenses, signifitargls of
capital spending for environmental compliance atdRd lower wholesale power pricing.

On February 14, 2013, S&P announced that it hadeehits criteria for rating utility first mortgadends. As a
result of the revised criteria, S&P upgraded thmgeof IPL's Senior Secured first mortgage bong®he notch to
BBB+ from BBB.

The credit ratings of IPALCO and IPL as of Febru28y 2013 are as follows:

Moody’s S&P Fitch Ratings

IPALCO Issuer Rating/Corporate Credit

Rating/Long-term Issuer Default Rating - BBB- BB
IPALCO Senior Secured Notes Bal BB+ BB+
IPL Issuer Rating/Corporate Credit Rating/Long-

term Issuer Default Rating Baa2 BBB- BBB-
IPL Senior Secured A3 BBB+ BBB+
IPL Senior Unsecured Baa2 BBB- BBB

We cannot predict whether our current credit ratiogthe credit ratings of IPL will remain in eftdor any given
period of time or that one or more of these ratiwidknot be lowered or withdrawn entirely by airgt agency. A
security rating is not a recommendation to buy,@ehold securities. Such ratings may be subjecevision or
withdrawal at any time by the assigning rating migation, and each rating should be evaluated ied@gntly of
any other rating.

Dividend and Capital Structure Restrictions
IPL’s mortgage and deed of trust and its amendedes of incorporation contain restrictions on 1®hbility to
issue certain securities or pay cash dividenddo&pas any of the several series of bonds of #8ued under its

mortgage remains outstanding, and subject to ceetaieptions, IPL is restricted in the declaradod payment of
dividends, or other distribution on shares of @pital stock of any class, or in the purchase demgption of such
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shares, to the aggregate of its net income, aratbfn the mortgage, after December 31, 1939. fireuat which
these mortgage provisions would have permittedttPdeclare and pay as dividends at December 32,201
exceeded IPL’s retained earnings at that dateddiitian, pursuant to IPL’s articles, no dividendaybe paid or
accrued and no other distribution may be made atsIEommon stock unless dividends on all outstagdihares of
IPL preferred stock have been paid or declaredsahdpart for payment.

IPL is also restricted in its ability to pay diviuds if it is in default under the terms of its dtddcility, which could
happen if IPL fails to comply with certain covergrithese covenants, among other things, requirédPhaintain
total debt to total capitalization not in exces®@5 to 1, in order to pay dividends. As of Decenmbl, 2012 and as
of the filing of this report, IPL was in complianaédgth all financial covenants and no event of défaxisted.

IPL's amended articles of incorporation also regtiivat, so long as any shares of preferred stackatstanding,
the net income of IPL, as specified in the artichesat least one and one-half times the totatésteon the funded
debt and the pro forma dividend requirements orothistanding, and any proposed, preferred stoakréemny
additional preferred stock is issued. IPL's morigagd deed of trust requires that net earningalaslated
thereunder be at least two and one-half timesnheal interest requirements before additional barassbe
authenticated on the basis of property additiorssoffDecember 31, 2012, these requirements wouldhaterially
restrict IPL’s ability to issue additional prefedrstock or first mortgage bonds in the ordinaryreewf prudent
business operations.

REGULATORY MATTERS
General

IPL is a regulated public utility principally engaayin providing electric service to the Indianapatietropolitan
area. As a regulated entity, we are required tccas@in accounting methods prescribed by regutdiodies which
may differ from accounting methods required to beduby nonregulated entities.

An inherent business risk facing any regulated ipultllity is that of unexpected or adverse reguigtaction.
Regulatory discretion is reasonably broad in Indjaas it is elsewhere. We attempt to work cooperitiwith
regulators and those who participate in the regoygbrocess, while remaining vigilant in protectimgasserting our
legal rights in the regulatory process. We takadtive role in addressing regulatory policy issinethe current
regulatory environment. Additionally, there is iaased activity by environmental regulators. ($&®/ironmental
Matters.”)

Basic Rates and Charges

Our basic rates and charges represent the largegtanent of our annual revenues. Our basic ratkglaarges are
determined after giving consideration, on a pravambasis, to all allowable costs for ratemakingppees including
a fair return on the fair value of the utility peay used and useful in providing service to cugtenThese basic
rates and charges are set and approved by the #8Cpublic hearings. Such proceedings, which lwaeairred at
irregular intervals, involve IPL, the Indiana O#iof Utility Consumer Counselor, and other intexdsdtakeholders.
Pursuant to statute, the IURC is to conduct a pgériceview of the basic rates and charges of dilana utilities at
least once every four years, but the IURC has thieagity to review the rates of any Indiana utilitiyany time.
Once set, the basic rates and charges authorizedtdssure the realization of a fair return onfétevalue of
property. Our basic rates and charges were lagsted] in 1996. Our declining block rate structuzaagally
provides for residential and commercial customerset charged a lower per kWh rate at higher consomfevels.
Therefore, as volumes increase, the weighted aggrage per kWh decreases. Numerous factors imujpidiut not
limited to, weather, inflation, customer growth arghge, the level of actual operating and mainteman
expenditures, capital expenditures including thresgiired by environmental regulations, fuel cogéserating unit
availability and purchased power costs, can affeztreturn realized.

Fuel Adjustment Charge and Authorized Annual Juctszhal Net Operating Income

IPL may apply to the IURC for a change in IPL’slfubarge every three months to recover IPL’s edtchduel
costs, including the energy portion of purchaseggyaosts, which may be above or below the levelkided in
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IPL’s basic rates and charges. IPL must presedeecie in each FAC proceeding that it has made eeasonable
effort to acquire fuel and generate or purchasegpawboth so as to provide electricity to its latastomers at the
lowest fuel cost reasonably possible.

Independent of the IURC'’s ability to review basates and charges, Indiana law requires electfitegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition foragp of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelvaonth
operating income, determined at quarterly measuneneges, exceeds a utility’s authorized annuadglictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagginst which
the excess rolling twelve month jurisdictional nperating income can be offset.

Environmental Compliance Cost Recovery Adjustmf&@CRA")

IPL may apply to the IURC for approval of a ratgustinent known as the Environmental Compliance Cost
Recovery Adjustment (“ECCRA") every six months éxover costs to install and/or upgrade CCT equipmen
The total amount of IPL’s CCT equipment approvedEG@CRA recovery as of December 31, 2012 was $618.8
million. The jurisdictional revenue requirementttixas approved by the IURC to be included in IPdates for the
six month period from September 2012 through Felyr@@13 was $52.9 million. During the years ended
December 31, 2012, 2011 and 2010, we made total &@&nditures of $15.0 million, $64.4 million, a®63.1
million, respectively. The vast majority of suchst®are recoverable through our ECCRA filings.

The EPA released the final MATS rule in Decembet2tb address hazardous air pollutant emissioms &ertain
electric generating power plants, and IPL manage¢masdeveloped a plan to comply with this new,rate
discussed inEnvironmental Matters — MAT®elow. We will seek and expect to recover throogin
environmental rate adjustment mechanism, all opeyaind capital expenditures related to compliamite MATS;
however, there can be no assurance that we wdlibeessful in that regard.

Demand-Side Management and IPL’s Smart Energy Eroje

On December 9, 2009, the IURC issued a Generic D®Bdér that found that electric utilities subjecit®o
jurisdiction must meet an overall goal of annuatesffective DSM programs that reduce retail kWlesdas
compared to what sales would have been exclude@®M programs) of 2% per year by 2019 (beginningd10
at 0.3% and growing to 2.0% in 2019, and subjecettain adjustments). The IURC also found that all
jurisdictional electric utilities have to particiigain five initial, statewide core DSM programs,igfhare
administered by a third party administrator. Consedly, our DSM spending, both capital and opegatiregan
increasing significantly in 2010 and will continteeincrease significantly going forward, which wikely reduce
our retail energy sales and the associated revenues

In October 2010, IPL filed a petition with the IURG approval of its plan to comply with the [IURGZeneric
DSM Order. In November 2011, IPL received apprdrah the IURC for this plan. Current spending amaile in
effect through December 31, 2013 total $54.5 mmllkmd include the opportunity for performance basedntives.
In August 2012, the IURC approved a one year ektarsf the contract with the current state-widedtparty
administrator to continue providing certain DSM gnams for IPL and other jurisdictional utilitiesdugh
December 31, 2014.

In 2010, IPL was awarded a smart grid investmeanigfor $20 million as part of its $48.9 million &mEnergy
Project (including smart grid technology), whicHIvprovide its customers with tools to help themrmefficiently
use electricity and upgrade IPL’s electric deliveygtem infrastructure. Under the grant, the U.&dtment of
Energy is providing nontaxable reimbursements toft® up to $20 million of capitalized costs assded with
IPL’s Smart Energy Project. These reimbursemerm$aing accounted for as a reduction of the cagahiSmart
Energy Project costs. Through December 31, 2012yave received total grant reimbursements of $a8llion
since the 2010 project inception.
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Tree Trimming Practices Investigation

In February 2009, an IPL customer filed a complalaiming our tree trimming practices were unreadbe and
expressed concerns with language contained iraoifi that addressed our tree trimming and treeonaahrights.
Subsequently, the IURC initiated a generic invesiam into electric utility tree trimming practicasd tariffs in
Indiana. In November 2010, the IURC issued an oirdére investigation, which imposed additionaluiegments
on the conduct of tree trimming. The order includeguirements on utilities to provide advance cugonotice
and obtain customer consent or additional easenfestisting easements and rights of way are inciaffit to
permit pruning in accordance with the required sidustandards or in the event that a tree wouddite have
more than 25% of its canopy removed. The orderdilsxted that a rulemaking would be initiatedualier
address vegetation management practices.

On July 7, 2011, the IURC issued an additional trieeming order which did not provide the relief were
seeking, but clarified utility customer notice r@g@ments and the relationship of the order to prigpéghts and
tariff requirements. It also clarified that in casi# emergency or public safety, utilities may,heitit customer
consent, remove more than 25% of a tree or trinobeéexisting easement or right of way boundariagitoedy the
situation.

In July 2012, the IURC issued its final order ie thee trimming practices rulemaking, which wasrapproved by
the Indiana governor and attorney general and be¢amin October 2012. IPL is implementing procesuio
ensure it appropriately complies with the requirata®f the new rule that addresses notificatiosputie resolution
and other activities associated with its vegetati@magement practices. The requirements of therokivg are
similar to current practices. However, the actwestémpact of the rule will not be known until wave experience
operating under its terms.

Renewable Power Purchase Agreements

We are committed under a power purchase agreem@uoirthase approximately 100 MW of wind generated
electricity through 2029 from a wind project in lada. We are also committed under another agreetment
purchase approximately 200 MW of wind generatedtgtity for 20 years from a project in Minnesotehich
began commercial operation in October 2011. We hatieority from the IURC to recover the costs fottbof
these agreements through an adjustment mechanisiniatered within the FAC. We also expect to hapeai100
MW of solar generated electricity under contrac2@13, subject to approval by the IURC.

MISO Real Time Revenue Sufficiency Guarantee

MISO collects Revenue Sufficiency Guarantee (“RS&iarges from market participants to pay for getieara
dispatched when the costs of such generation dneoovered in the market clearing price. Overthst several
years, there have been disagreements betweensiei@garties regarding the calculation methodofogiRSG
charges and how such charges should be allocatad tndividual MISO participants. MISO has chandfeeir
methodology multiple times. Per past FERC orderfécember 2008, MISO filed with the FERC its pregd
revisions and clarifications to the calculatiortlod RSG charges and had begun to use its new nudtigydn
January 2009, including making resettlements ofiptes calculations. In the second quarter of 2608 FERC
withdrew its previous orders related to RSG chaagekfurther directed MISO to cease the ongoingkatar
resettlements and refund process and to recomglarnounts paid and collected in order to retuch eaarket
participant to the financial state it was in beftire refund process began. This has the potentjaldation that IPL
would no longer be entitled to refunds that were ttulPL under the previous order for periods betwApril 1,
2005 and November 4, 2007.

In July 2009, IPL filed a Request for Clarificationalternately a Request for Rehearing on thiseigsdone. In
addition to our requests, other interested pahiza® expressed interest in a different model otcaling RSG
charges. Another factor that affects how RSG clsimgeact IPL is our ability to recover such costsf our
customers through our FAC and/or in a future bestie case proceeding. Under the methodology cuyrienéffect,
RSG charges have little effect on IPL’s financitatements as the vast majority of such chargesanrsidered to be
fuel costs and are recoverable through IPL’s FARBI)erthe remainder are being deferred for futucovery in
accordance with generally accepted accounting iptesin the U.S. However, the IURC's orders in'®EAC 77,
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78 and 79 proceedings approved IPL’s FAC factoamimterim basis, subject to refund, pending theame of the
FERC proceeding regarding RSG charges and any gudseappeals therefrom. On August 30, 2010, FERGed
an order approving the RSG Redesign as previoisty inder Section 206 on February 23, 2009 andired
MISO to make a compliance filing with the chang@a.October 29, 2010 MISO made its compliance filing
regarding the RSG Redesign, and indicated thabil@gvsubsequently file under Section 205 modifmagito the
RSG Redesign rate. MISO also indicated it expettdie ready to implement the RSG Redesign rate arcivl,
2011. On February 15, 2011, MISO filed to amendisember 1, 2010 filing modifying the RSG Redese, to
change the effective date of the proposed modifinatto April 1, 2011. FERC issued its order péigtiaccepting
the filings on March 31, 2011. On May 2, 2011, MIS@mitted a request for rehearing or clarificatdrERC’s
March 31, 2011 order regarding the allocation ef¢hst of RSG. As a result, it is not possibleredgct how these
proceedings will ultimately impact IPL, but we dotibelieve they will have a material impact on 6oancial
statements.

MISO Transmission Expansion Cost Sharing and FER{&01000

Beginning in 2007, MISO transmission system ownenoers including IPL began to share the costs of
transmission expansion projects with other transimissystem owner members after such projects agpeoved
by the MISO board of directors. Upon approval by iSO board of directors the transmission systemey
members must make a good faith effort to build angay for the projects. Costs allocated to IPLther projects of
other transmission system owner members are cetldnt MISO per their tariff. See also Senate Bill below
under ‘Environmental Matters

On July 21, 2011, the FERC issued Order 1000, amgrtde transmission planning and cost allocation
requirements established in Order No. 890. Thradgter 1000, the FERC:

(1) requires public utility transmission provideosparticipate in a regional transmission planrpngcess and
produce a regional transmission plan;

(2) requires public utility transmission providéosamend their open access transmission tariffieseribe how
public policy requirements will be considered indband regional transmission planning processes;

(3) removes the federal right of first refusal éartain transmission facilities; and
(4) seeks to improve coordination between neighigpottiansmission planning regions for interregidaallities.

MISO'’s approved tariff in part already compliestwidrder 1000. However, Order 1000 will result iracbes to
transmission expansion costs charged to us by ME&©h changes relate to public policy requireméots
transmission expansion within the MISO footprint¢is as to comply with renewable mandates of ottaes
within the footprint. These charges are difficoltetstimate, but are expected to be material toithénaa few years;
however, it is probable, but not certain, that ¢hessts will be recoverable, subject to IURC apatovhrough
December 31, 2012, we have deferred as a regulasset $2.2 million of MISO transmission expansiosts.

ENVIRONMENTAL MATTERS

We are subject to various federal, state, regiandllocal environmental protection and health afdtg laws and
regulations governing, among other things, the gaima, storage, handling, use, disposal and tiateton of
hazardous materials; the emission and discharpazardous and other materials into the environnzamt;the
health and safety of our employees. These lawseguations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, pewnit revocation
and/or facility shutdowns.

The combination of existing and expected environaderegulations make it likely that we will tempaitg or
permanently retire or repower several of our emgstprimarily coal-fired, smaller and older genargtunits within
the next several years. These units are not eqgdiipfib the advanced environmental control techniel®geeded to
comply with existing and expected regulations, eokectively have made up less than 15% of ouretesttricity
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generation over the past five years. We are coinignto evaluate available options for replacing tp¢neration,
which include modifying one or more of the unitause natural gas as the fuel source, building mats,u
purchasing existing units, joint ownership of gexieig units, purchasing electricity and capacignira third party,
or some combination of these options. Accordingiyjune 2012, IPL issued a request for proposal§d@6 MW of
replacement capacity and energy beginning in JOA& Avhich is intended to help us determine thé¢ plas for
replacement generation. Proposals from outsidéegarave been received and we are currently evagpat
appropriate next steps. Our decision on whichaegrhent options to pursue will be impacted by ttimate
timetable for implementation of the MATS rule. Wdlweek and expect to recover our costs associaiid
replacing the retired units, but no assurance eagilen as to whether the [IURC would approve suagaest.

From time to time we are subject to enforcemeribastfor claims of noncompliance with environmerigals and
regulations. IPL cannot assure that it will be sstul in defending against any claim of nonconmuléa However,
with the possible exception of the NOV from the E@@Ae New Source Reviéwelow), we do not believe any
currently open environmental investigations wilult in fines material to our results of operatidinsancial
condition, or cash flows.

Under certain environmental laws, we could be hesghonsible for costs relating to contaminatioawatpast or
present facilities and at third party waste dispetas. We could also be held liable for humanasxpe to such
hazardous substances or for other environmentaadan©Our costs of complying with current and future
environmental and health and safety laws, andiabilities arising from past or future releasesasfexposure to,
hazardous substances may adversely affect ourdassiresults of operations, financial conditiord aash flows. A
discussion of the legislative and regulatory ititi@s most likely to affect us follows.

MATS

In April 2012, the EPA’s rule to establish maximahievable control technology standards for eachatdmus air
pollutant regulated under the CAA emitted from caxadl oil-fired electric utilities, known as the Mary and Air
Toxics Standards or “MATS” became effective. IPLmagement has developed a plan to comply with thés r
Most of our coal-fired capacity has acid gas sceublor comparable control technologies; howevergtlare other
improvements to such control technologies thahacessary to achieve compliance. Under the CAA ptiance is
required by April 16, 2015; however, the compliapeeiod for a unit, or group of units, may be exleh by state
permitting authorities (for one additional year)timrough a CAA administrative order from the EP#r(&nother
additional year) for generators that are deemeeingiss or critical to electric reliability. In theurth quarter of
2012, we received a one-year extension from theuh@dDepartment of Environmental Management; tloeeethe
compliance period has been extended to April 16620

We have reviewed the impact of the MATS rule artihete additional expenditures related to this fate
environmental controls for our baseload generatinits to be approximately $511 million through 20&gcluding
demolition costs which are not expected to be ristén June of 2012, we filed a petition and auesf for a
Certificate of Public Convenience and NecessityqGN") to comply with the MATS rule. These filinggtail the
controls we plan to add to each of our five basklaaits, including four at our Petersburg geneasitation and
one at our Harding Street generating station. Wieseek and expect to recover through our envirantaleate
adjustment mechanism, all operating and capita¢edjpures related to compliance with MATS; howeveere can
be no assurance that we will be successful inrdgerd. Recovery of these costs is expected tolghs through
an Indiana statute that allows for 100% recovergualifying costs through a rate adjustment medmani

Several lawsuits challenging the MATS rule havenbided and consolidated into a single proceediefpie the
U.S. Court of Appeals for the District of Columitarcuit. We cannot predict the outcome of thigktiion.

National Pollution Discharge Elimination System PRES")

On August 28, 2012, IDEM issued NPDES permits ®IfL Petersburg, Harding Street, and Eagle Valley
generating stations, which became effective in @at@012. NPDES permits regulate specific indusivastewater
and storm water discharges to the waters of Indisuaer Sections 402 and 405 of the Federal Watéstido
Control Act. These permits set new levels of aclelet metal effluent water discharge, as well asitndng and
other requirements designed to protect aquaticuiféh full compliance required by October 2015L liB seeking a
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an extension to the compliance deadline througheltdber 2018; however, we do not know if it will hgpeoved.
IPL is conducting studies to determine what opereti changes and/or additional equipment will lmpined to
comply with the new limitation. In developing itsrapliance plans, IPL must make assumptions abeut th
outcomes of future Federal rulemakings with respecbal combustion byproducts, cooling water iatakd
wastewater effluents. We will seek and expect tover through our environmental rate adjustmentharism,
any operating or capital expenditures related togl@nce with these NPDES permits. Recovery ofdlessts is
expected to be sought through an Indiana statateatlows for 80% recovery of qualifying costs thgh a rate
adjustment mechanism with the remainder recordedragulatory asset to be considered for recovetlyé next
base rate case proceeding; however, there can agsnoances that we will be successful in thatrdeda light of
the uncertainties at this time, we cannot predietimpact of these regulations on our consolidetedlts of
operations, cash flows, or financial condition, ibig expected to be material.

New Source Review

In October 2009, IPL received an NOV and Findin/@flation from the EPA pursuant to the CAA SectblB(a).
The NOV alleges violations of the CAA at IPL’s terprimarily coal-fired electric generating fac#isi dating back
to 1986. The alleged violations primarily pertairttie Prevention of Significant Deterioration (“P$B&nd
nonattainment New Source Review requirements uthde€AA. Since receiving the letter, IPL managentergt
met with the EPA staff regarding possible resohdiof the NOV. At this time, we cannot predict thémate
resolution of this matter. However, settlements ltighted outcomes of similar cases have requi@dpanies to
pay civil penalties, install additional pollutionrtrol technology on coal-fired electric generatingts, retire
existing generating units, and invest in additiocgratironmental projects. A similar outcome in tbése could have
a material impact on our business. We would seedvexy of any operating or capital expenditureateal to air
pollution control technology to reduce regulatedeanissions; however, there can be no assuranats/éwould
be successful in that regard. IPL has recordechingent liability related to this matter.

Climate Change Legislation and Regulation

One byproduct of burning coal and other fossil $uslthe emission of GHGs, including €@/e face certain risks
related to existing and potential federal, staggjanal and local GHG legislation and regulatiansluding risks
related to increased capital expenditures or atbmpliance costs which could have a material a@veffect on our
results of operations, financial condition or célelws.

The possible impact of any existing or future fedl @HG legislation or regulations or any regionastate proposal
will depend on various factors, including but riatited to:

= The geographic scope of legislation and/or regutate.g., federal, regional, state), which entities
subject to the legislation and/or regulation (estectricity generators, load serving entitiesceleity
deliverers, etc.), the enactment date of the latigsi and/or regulation and the compliance deasl|ges
forth therein;

= The level of reductions @HGs being sought by the regulation and/or ledgstafe.g., 10%, 20%, 50%,
etc.) and the year selected as a baseline forrdietieig the amount or percentage of mand&ei
reduction (e.g., 10% reduction from 1990 emissewels, 20% reduction from 2000 emission levels)etc

= The legislative and/or regulatory structure (eaggHG cap-and-trade program, a carbon@aG
emission limits, etc.);

= In any cap-and-trade program, the mechanism uséddtézmine the price of emission allowances oretdfs
to be auctioned by designated governmental autb®Gr representatives;

= The price of offsets and emission allowances instf@ondary market, including any price floors acer
caps on the costs of offsets and emission allovsgnce

= The operation of and emissions from regulated pnits

=  The permissibility of using offsets to meet redotiequirements and the requirements of such sffset
(e.g., type of offset projects allowed, the amafriffsets that can be used for compliance purpasgs
geographic limitations regarding the origin or ltbiea of creditable offset projects), as well as tivethods
required to determine whether the offsets havetegbin reductions in GHG emissions and that those
reductions are permanent (i.e., the verificatiothod);

40



=  Whether the use of proceeds of any auction condumteesponsible governmental authorities is
reinvested in developing new energy technologgesased to offset any cost impact on certain energy
consumers or is used to address issues unrelapsver;

= How the price of electricity is determined, inclodiwhether the price includes any costs resultiomf
any new climate change legislation and the potetatimansfer compliance costs pursuant to ledteat
market or contract, to other parties;

= Any impact on fuel demand and volatility that mdfeet the market clearing price for power;

= The effects of any legislation or regulation on tiperation of power generation facilities that nmayurn
affect reliability;

= The availability and cost of carbon control teclugyy;

=  Whether legislation regulating GHG emissions witglude the EPA from regulating GHG emissions
under the CAA or preempt private nuisance suitstber litigation by third parties;

= Any opportunities to change the use of fuel atglperation facilities or opportunities to increase
efficiency; and

= Qur ability to recover any resulting costs from austomers and the timing of such recovery.

At this time, we cannot estimate the costs of caemgk with existing or potential federal, stateegional GHG
emissions reductions legislation or initiatives dugart to the fact that many of these proposaddraearlier stages
of development and any final laws, if adopted, dowdry drastically from current proposals. Any fealgstate or
regional legislation adopted in the U.S. that waelquire the reduction of GHG emissions could reweaterial
adverse effect on our business and/or results efadipns, financial condition and cash flows.

The U.S. Congress has considered several diffdrafitbills pertaining to GHG legislation, includin
comprehensive GHG legislation that would impact yniadustries and more limited legislation focusomgy on
the utility and electric generation industry. Altlgh no legislation pertaining to GHG emissions lhesn passed to
date by the U.S. Congress, similar legislation imapassed by the U.S. Congress in the future.ditiad, in the
past Midwestern state governors (including the goweof Indiana) and the premier of Manitoba, Canad
committed to reduce GHG emissions through the implgation of a cap-and-trade program pursuanteo th
Midwestern Greenhouse Gas Reduction Accord. Thohglparticipating states and province are no lopgesuing
this commitment, similar state or regional initi@$ may be pursued in the future.

In January 2011, the EPA began regulating GHG eéomis§rom certain stationary sources under theadled
“Tailoring Rule.” The regulations are being implemed pursuant to two CAA programs: the Title V Gyiizg
Permit program and the program requiring a perinibdergoing certain new construction or major rfiodtions,
the PSD program. Obligations relating to Title &mits include recordkeeping and monitoring requieats. GHG
emissions are measured in tons of each particlHd @mitted and are adjusted to be equivalent taamef CQ
emissions. These units are referenced ags&gQivalents (“CQe”). PSD applies to a new source that will emit or
have the potential to emit 100,000 tons per ye&@@k and to any existing major stationary source thaergoes
a modification that causes a significant increas8HG emissions (currently defined to be 75,008 toer year or
more of CQe). Sources subject to PSD can be required to imgaié Best Achievable Control Technology
("BACT"). The EPA has issued guidance on what BA&Tails for the control of GHG and individual sttee
now required to determine what controls are regliioe facilities within their jurisdiction on a cady-case basis.
In December 2010, the Indiana Air Pollution ConBaolard adopted a final rule implementing the EPPasloring
Rule in Indiana, and the rule was published inltitgana Register in March 2011. The ultimate impEdhe
Tailoring Rule and the BACT requirements applicableis on our operations cannot be determinedstithe, but
the cost of compliance could be material.

In addition to the Tailoring Rule, in December 20t EPA announced that it had entered into &ssdnht
agreement with several states and environmentapgrthat requires the EPA to promulgate New Source
Performance Standards (“NSPS”) for GHG emissifrosn electric generating units (“EGUSs”) and cdrta
emissions units from refineries. In April 2012, 8BBA published such proposed regulations. The Eegpoule
would require certain new electric generating utttmeet a standard of 1,000 pounds of carbon diéoger
megawatt-hour, a standard based on the emissiuoitations achievable through natural gas combiryetec
generation. The proposal anticipates that affected-fired units would need to install carbon captand storage or
other expensive carbon dioxide emission contrdirietogy to meet the standard. As proposed, thelatdrwould
not apply to our existing generating units, bubheatwould regulate construction of new generatinigsu The EPA
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is expected to finalize the proposed NSPS for nemegating units in early 2013, and may issue N®IP8Xisting
generating units in the future.

There is some uncertainty with respect to the impaGHG rules on IPL. Since the Tailoring Rule lwibt require
IPL to implement BACT until IPL constructs a newjorasource or makes a major modification of an tixis
major source and the proposed NSPS will not redBiteto comply with an emissions standard until ifdnstructs
a new electric generating unit, and since it isaestain when IPL’s next major modification or ctstion of a
new major source will be, it is unclear when thddrang Rule BACT requirements and proposed NSRSEHG
emissions will ultimately apply, if at all. In adidin, Congress may take action that impacts EPAsent
regulations, including but not limited to enactigap-and-trade law, which could preclude the E@#f
regulating GHG under existing CAA regulatory pragsa In light of these uncertainties, we cannot jotettie
impact of the EPA’s current GHG regulations on comsolidated results of operations, cash flowsinancial
condition, but it could be material.

Clean Air Interstate Rule and the Cross-State AliRion Rule

In March 2005 the EPA signed the federal Cleanlrtierstate Rule (“CAIR”), which imposes restrict®against
polluting the air of downwind states. At the tin@AIR established a two-phase regional “cap ancetr@dogram
for Sulfur Dioxides (“S@’) and Nitrogen Oxides (“N©) emissions that requires the largest reductioaiiin
pollution in more than a decade. CAIR covers 2&stancluding Indiana, and the District of Columbi

Phase | of CAIR for N&became effective on January 1, 2009 and requichtttons of NQemissions by 1.7
million tons or 53% from 2003 levels, and requiyegr-round compliance with tiNOx emissions reduction
requirements. Phase | of the program foe &@issions required reductioinsSQ emissions by 4.3 million tons, or
45% lower than 2003 levels beginning in 2010. Weehthudar been able to comply with CAIR Phase | for NO
without any material additional capitpenditures. Installation of CCT at our HardingeSt Unit 7 generating
station completed in 20@hd the upgrades to existing CCT equipment at eterBourg Unit 3 generating station
completed in 2006, and at our Petersburg Unit £ggimg station completed in 2011, are enahlsitp meet the
requirements of CAIR Phase | for 50

On July 6, 2011, the EPA announced a new rulegiface CAIR that will require the further reductiohSQ:and
NOxemissions from power plants in 28 states, includimiana, that contribute to ozone and/or fineipkrt
pollution in other states. This rule, which was wmaas the U.S. Cross-State Air Pollution Rule (‘AFR"),
required initial compliance by January 1, 20123@r and annual N©Oreductions, and May 1, 2012 for ozone
season reductions. On December 30, 2011, the W8t 6f Appeals for the District of Columbia issugl order
staying implementation of the CSAPR pending resmtubf legal challenges to the rule. The CourtHer ordered
that the CAIR remain in place while the CSAPR &yet.

In August 2012, the U.S. Court of Appeals issuedliag vacating the CSAPR. The Court ruling alsquieed EPA
to continue administering CAIR pending the promtitaof a replacement rule by EPA. IPL will contento meet
its CAIR requirement by virtue of existing polluti@ontrol equipment combined with the purchasenuitsion
allowances, when needed. In October 2012, the HP@\d petition for rehearingn banoof this case, which was
denied in January 2013. At this time, we cannotlistehe impact or timing of the new rules EPA watbpose.

National Ambient Air Quality Standards

Under the CAA, the EPA sets National Ambient Airdlity Standards (“NAAQS”) for six criteria pollutén
considered harmful to public health and the envitent, including particulate matter, N@zone and S which
result from coal combustion. Areas meeting the NpBAare designated attainment areas while those dhaot
meet the NAAQS are considered nonattainment aréash state must develop a plan to bring nonattimmareas
into compliance with the NAAQS. NAAQS must be mwved by the EPA at five-year intervals.

Ozone.Over the past several years, the EPA has tightdreeNAAQS for ground level ozone by lowering the
standard for daily emissions of ozone from 0.08@sp@er million to 0.075 parts per million. Thigstard was
challenged by several environmental groups, inglugioups and various states, all appeals having bee
consolidated in the D.C. Circuit Court of AppeasdMississippi v. EPANo. 08-1200). Based on this ozone daily
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emission standard, it would be expected that séaegas that are currently designated as in atemfior ozone
may be redesignated as nonattainment, includiresasbere IPL’s Eagle Valley and Harding Street {slane
located.

In September 2009, the EPA announced it would ridenthe 2008 Ozone NAAQS standard. In Januarg 2ie
EPA proposed a rule that would significantly redbogh the primary and secondary NAAQS for ozonee Th
proposed rule would have established a primarydstahat a level within the range of 0.060 to 0.p@éts per
million (“ppm”) and a cumulative, seasonal secanglstandard at a level within the range of 7 tgpft-hours. In
September 2011, the President withdrew the EPAdpgsed rule to alter the 2008 Ozone NAAQS. Ond&ef t
reasons used by the President in his decisionttadveiw the standard was that the CAA required reic@mation of
NAAQS every five years, and the Ozone NAAQS willreeonsidered as required by the CAA in 2013. Assallt,
states are expected to begin implementing the Qo@ms per million daily ambient ozone standard.

In addition to possible promulgation of new ozotendards, in December 2010, the EPA published pgsed rule
that would rescind its earlier interpretation cdgenable further progress (“RFP”) requirementstfe 1997 eight-
hour Ozone NAAQS. It is not clear whether this nwies impacted by the President’s decision to wiidihe
Ozone NAAQS. If the rule is finalized, states ttelted on emissions reductions from sources ouiside
nonattainment area to meet RFP requirements waud to submit new RFP demonstrations. This rulengpki
could impact several states’ attainment deternonatilf Indiana determines that certain areasrare i
“nonattainment” of the NAAQS, Indiana would beqered to develop a plan to reach “attainmentitas, which
may include requiring our generating facilitiesattcept limits to reduce our emissions.

Fine Particulate Matter.In 2005, several areas in the state of Indiana \@esignated as nonattainment for fine
particulate matter for the 1997 daily and annuahgdéards, which include the areas where our Eagleya
Petersburg, and Harding Street plants are lockie2D06, the EPA lowered the daily standard finepfarticulate
matter from 65 micrograms per cubic meter to 35ragicams per cubic meter. With respect to the dadydard, in
October 2009, the EPA announced plans to desigma#s as nonattainment based on new data, anéad! where
our plants are located, despite the more stringt@amidard, will be in attainment according to theAEP

With respect to the annual standard, in 2009 tt& Bircuit Court of Appeals rejected the EPA’s 2@0tual fine
particulate NAAQS. The court remanded the annua fiarticulate matter standard to the EPA for rth
justification or, if appropriate, modification berse the court found that the EPA failed to exptadequately why
the annual fine particulate matter standard wafécgerfit to protect public health. On January 15120EPA
published in the Federal Register a final rulesing the NAAQS for particulate matter. Among ottténgs, the
final rule lowers the primary annual Bistandard from 15 to IBicrograms per cubic meter of air. Our plants
continue to be in nonattainment areas under thaariime particulate matter standard. The impad¢hefnew
standards cannot be accurately predicted at this thut could be material.

Nitrogen Oxides and Sulfur Dioxide&n April 12, 2010 a one-hour primary NAAQS becarffeative for NQ.
Additionally, on August 23, 2010 a new one-hour, P®mary NAAQS became effective. The final rule
implementing the one-hour SNAAQS also requires an increased amount of ami8€atmonitoring sites. The
EPA is considering one-hour secondary NAAQS for,/d@d SQ, and plans to promulgate these secondary
standards together in a separate rulemaking. InuBep2013, EPA indicated that it intends to praptisdesignate
the areas where our plants are located as nomsaigait under the one-hour standard; however, ngasbns are
final, and are therefore subject to change.

Based on these current and potential ambient stdsdhe state of Indiana will be required to deiee whether
certain areas within the state meet the NAAQSelfain areas are determined to be in “nonattainfhthd state of
Indiana would be required to modify its State Inmpéatation Plan to detail how the state will regtsrattainment
status. As part of this process, it is possible tihe IDEM or the EPA may require reductions of gsions from our
generating stations to reach attainment statusfif@particulate matter, the IDEM has drafted plémreach
attainment status, and those plans are pending@egdry the EPA. The IDEM'’s current draft plan fore
particulate matter does not require our plantsisteil additional controls. However, it remains sibke that the
IDEM or the EPA may require further efforts by @@nerating stations to reach attainment statusirfer
particulate. It is expected that the state will mék attainment demonstrations for N&nhd SQ within the next
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three years. At this time, we cannot predict whatitnpact will be to IPL with respect to these rawbient
standards, but it could be material.

Waste Management and Coal Combustion Byproducts

In the course of operations, our facilities gereesatlid and liquid waste materials requiring evahtlisposal or
processing. Waste materials generated at our iel@awer and distribution facilities include coansbustion
byproducts (“CCB"), oil, scrap metal, rubbish, athquantities of industrial hazardous wastes saghpent
solvents, tree and land clearing wastes and paldyididted biphenyl contaminated liquids and solile. endeavor
to ensure that all our solid and liquid wastesdasposed of in accordance with applicable natiarajional, state
and local regulations. With the exception of CCRste materials are not usually physically dispaxfezh our
property, but are shipped off site for final displp$reatment or recycling. A small amount of C@Bich consists
of bottom ash, fly ash and air pollution controlstes, is disposed of at our Petersburg coal-ficadep generation
plant using engineered, permitted landfills; howeapproximately 40% of our CCB are beneficiallgd®ff-site
as a raw material for production of wallboard, aate or cement and as a construction materiatuctstral fills
and approximately 60% is disposed of.

On June 21, 2010, the EPA published in the Fed®glster a proposed rule that establishes regulaficoal
combustion residues under the Resource ConsenatidiiRecovery Act (“RCRA"). The proposed rule sists of
two options to which coal combustion residues wdddegulated. Each option would allow for the cored
beneficial use of CCBs. The first option would ®dijCCBs to regulation as special waste under tiktiof
RCRA. The second option would regulate CCBs ashamardous solid waste under Subtitle D of RCRA and
impose national criteria applicable to CCBs disploskin landfills and surface impoundments. Theljgubomment
period for this proposed regulation expired on Noker 19, 2010. The EPA will consider any public coamts
prior to promulgating a final rule. The EPA is egfm to issue its final rule on CCBs in 2013 or4£0lhe exact
impact and compliance cost associated with futegeilation of coal combustion residues cannot kebéished until
such regulations are finalized, but our busingsantial condition or results of operations couédrbaterially and
adversely affected by such regulations.

Wastewater Effluent

Some water used in our operations is dischargedhatewater effluent. This wastewater may conteawvly metals
and other polluting substances. The EPA has siapdains to propose revisions to the rules govegmollutants in
wastewater effluent from coal-fired power plantshviinal action on the proposed rules expectedctuoby May
2014. Although the impact of any new regulatioasrot be determined at this time, more stringegulegions
could have a material impact on our business, @i@icondition and results of operations.

Cooling Water Intake Regulations

We use water as a coolant at our generating fasiliunder the federal Clean Water Act (“CWA"paling water
intake structures are required to reflect the Besthnology Available (“BTA™) for minimizing advese
environmental impact. In March 2011, the EPA anmednits proposal for standards to protect fish @her
aquatic organisms drawn into cooling water systatiarge power plants and other industrial faeiitiThe
proposal was published in the Federal Registermpnl 2011. The proposal, based on Section 316(heTCWA
establishes BTA requirements regarding impingemantality for all existing facilities that withdrawater from a
source water body above a minimum volume and atéizleast 25% of the withdrawn water for coolinggoses.
IPL believes in order to meet these BTA requirerseall cooling water intake structures associatitd @nce
through cooling processes will need to modify tkisting traveling screens and add a fish returntzamtling
system for each cooling system. The proposal waldd require owners of facilities that withdrawwéarge
amounts of water to perform comprehensive siteifipestudies during the permitting process and/aymequire
closed-cycle cooling systems (closed-cycle codiawgers), or other technology. The proposal alsal#isthes a
public process, with opportunity for public inpbt; which the appropriate technology to reduce @mmant
mortality would be implemented at each facilityeaftonsidering site-specific factors. Under a cahdecree filed
in the U.S. District Court for the Southern Distraé New York, the EPA is required to issue a finde by June of
2013. It is not possible to predict the total imfgaaf the final rule at this time, but if additidreapital expenditures
are necessary, they could be material. We woulkl semvery of these capital expenditures; howethere is no
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guarantee we would be successful in that regard.
Other

On April 7, 2010, the EPA published an Advanceditdobdf Proposed Rulemaking which contemplates a
reassessment of the use authorizations under tkie $abstances Control Act for Polychlorinated Bipil
containing equipment of greater than 50 parts pkiomand considers a mandated phase-out of dilidhtorinated
Biphenyl-containing equipment. At this time, it@® early to predict whether new regulations fazdrdous air
pollutants or Polychlorinated Biphenyls will be pralgated or, if promulgated, the extent of suchulaiipns. IPL’s
costs of compliance with any such regulations chéanaterial.

Senate Bill 251

In May 2011, Senate Bill 251 became a law in traesof Indiana. Senate Bill 251 is a comprehenisiNevhich,
among other things, provides Indiana utilities vdtmeans for recovering 80% of costs incurred toptyg with
federal mandates through a periodic retail ratasigdjent mechanism. This includes costs to complly wi
regulations from the EPA, FERC, NERC, Departmermérgy, etc., including capital intensive requiesns
and/or proposals described herein, such as coafittgr intake regulations, waste management andcooalbustion
byproducts, wastewater effluent, MISO transmisggpansion costs and polychlorinated biphenylsoésohot
change existing legislation that allows for 100%oneery of clean coal technology designed to rediice
pollutants (Senate Bill 29).

Some of the most important features of Senate2Bill to IPL are as follows. Any energy utility indiana seeking
to recover federally mandated costs incurred imeation with a compliance project shall apply te lWRC for a
CPCN for the compliance project. Senate Bill 25% $arth certain factors that the IURC must conside
determining whether to grant a CPCN. It furthercsfies that if the IURC approves a proposed conmgkaproject
and the projected federally mandated costs assdoveith the project, the following apply: (i) 80%tbe approved
costs shall be recovered by the energy utilitydhfoa periodic retail rate adjustment mechanisiin2Qi% of the
approved costs shall be deferred and recovereldebgrtergy utility as part of the next general catge filed by the
energy utility with the ITURC, and (iii) actual cestxceeding the projected federally mandated odstse approved
compliance project by more than 25% shall requiecHic justification and approval before beingtarized in the
energy utility’s next general rate case. Senate2Bil also requires the IURC to adopt rules toldista a voluntary
clean energy portfolio standard program. Such nogwill provide incentives to participating electty suppliers
to obtain specified percentages of electricity frdaan energy sources in accordance with clearigtiorstandard
goals, including requiring at least 50% of the nleaergy to originate from Indiana suppliers. Thalg can also be
met by purchasing clean energy credits.

Summary

Environmental laws and regulations presently regjus to incur material capital expenditures andatpey costs.
We expect to incur material costs, both in cagtgdenditures and ongoing operating and maintenewsts, to
comply with MATS (up to $511 million through 201éxcluding demolition costs which are not expectele
material, as discussed iMATS above) and NPDES, and, to a lesser extent tolwhie cannot predict, other
expected environmental regulations related to: coalbustion byproducts; cooling water intake; Pblgdnated
Biphenyl-containing equipment; National Ambient Quality Standards; and wastewater effluent rilés.would
expect to seek recovery of both capital and opggatosts related to such compliance, although ttemebe no
assurances that we would be successful in thatdeda addition, environmental laws are complenarge
frequently and have tended to become more strirm@nttime. As a result, our operating expensescantinuing
capital expenditures associated with environmentdters may increase. More stringent standardsatsaylimit
our operating flexibility and have a negative impaic our wholesale volumes and margins. Howevaredding
upon the level and timing of recovery allowed by tRC, these costs could materially and adversfi$ct our
results of operations, financial condition, andncisws. We may seek recovery of any operatingagitel
expenditures; however, there can be no assuranaew¢ would be successful in that regard. Please s
“Regulatory Matters — Environmental Compliance CRBstcovery Adjustmenfor a discussion of CCT filings.
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Risk Management

Please sedtem 7A. Quantitative and Qualitative Disclosurbaut Market Riskof this Form 10-K for a
discussion of market risk and management’s riskagament.

CRITICAL ACCOUNTING POLICIES
General

We prepare our consolidated financial statemenée@ordance with generally accepted accountingiples in the
U.S. As such, we are required to make certain estis) judgments and assumptions that we belieweasenable
based upon the information available. These estisnand assumptions affect the reported amountssefsaand
liabilities at the date of the financial statemeantsl the reported amounts of revenues and expduoseg the
period presented. Therefore, the possibility exXstsnaterially different reported amounts unddfedent
conditions or assumptions. Significant accountioligies used in the preparation of the consolidéiteahcial
statements in Item 8 of this Form 10-K are descrineNote 2 “Summary of Significant Accounting Policiety
the audited Consolidated Financial Statements AEGO in “Item 8. Financial Statements and Supplementary
Data” included in this Form 10-K. This section addressay those accounting policies involving amountstenial
to our financial statements that require the mesimtion, judgment or assumptions and should aé e
conjunction with Note 2;Summary of Significant Accounting Policiet the audited Consolidated Financial
Statements of IPALCO ifitem 8. Financial Statements and SupplementaryaDacluded in this Form 10-K.

Regulation

As a regulated utility, we apply the provisionsA8C 980“Regulated Operations,Wwhich gives recognition to the
ratemaking and accounting practices of the IURCthed~ERC. In accordance with ASC 980, we havegeized
total regulatory assets of $528.7 million and $498illion as of December 31, 2012 and 2011 and tetalatory
liabilities of $580.8 million and $559.7 million a$ December 31, 2012 and 2011. Regulatory asseisrglly
represent incurred costs that have been deferreaibe such costs are probable of future recovesystomer
rates. Regulatory assets have been included agadlle costs for ratemaking purposes, as autholiyetle IURC
or established regulatory practices. Regulatoyillites generally represent obligations to makiames or future
rate reductions to customers for previous overctilies or the deferral of revenues collected fatsdhat IPL
expects to incur in the future. Specific regulatasgets and liabilities are disclosed in NottR@&gulatory Assets
and Liabilities” to the audited Consolidated Financial Statemehni8ALCO in “Item 8. Financial Statements and
Supplementary Dataihcluded in this Form 10-K.

The deferral of costs (as regulatory assets) isogjate only when the future recovery of such s@sfprobable. In
assessing probability, we consider such factospasific orders from the IURC, regulatory precederd the
current regulatory environment. To the extent recgwf costs is no longer deemed probable, relagdlatory
assets would be required to be expensed in cysegitd earnings. Our regulatory assets and ligslihave been
created pursuant to a specific order of the [IUR@stablished regulatory practices, such as otligrastunder the
jurisdiction of the IURC being granted recoverysohilar costs. It is probable, but not certain the&se regulatory
assets will be recoverable, subject to IURC apgdrova
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Revenue Recognition

Revenues related to the sale of energy are gepeeaibgnized when service is rendered or enerdglisered to
customers. However, the determination of the ensadgs to individual customers is based on theimgaaf their
meters, which occurs on a systematic basis thraustghe month. At the end of each month, amounenefgy
delivered to customers since the date of the lasemeading are estimated and the correspondibifjachrevenue
is accrued. In making our estimates of unbillecereie, we use complex models that consider varaisris
including daily generation volumes; known amouritereergy usage by nearly all residential, small cearcial and
industrial customers; estimated line losses; atichated customer rates based on prior period galiGiven the
use of these models, and that customers are biledmonthly cycle, we believe it is unlikely tmaaterially
different results will occur in future periods whevenue is billed. As part of the estimation obilled revenues,
we estimate line losses on a monthly basis. Theeeffn 2012 revenues and ending unbilled revenue®ne
percentage point increase and decrease in theatstirtine losses for the month of December 20120s4 million)
and $0.4 million, respectively. At December 31, 2@hd 2011, customer accounts receivable inclutiéleah
energy revenues of $50.6 million and $44.1 millispectively, on a base of annual revenue of Billi@n in each
of 2012 and 2011.

Pension Costs

We contributed $48.3 million, $37.3 million, and82 million to the Pension Plans in 2012, 2011, 2010,
respectively.

Approximately 85% of IPL’s active employees aree@d by the Defined Benefit Pension Plan as wethas
Employees’ Thrift Plan of Indianapolis Power & Lighompany (“Thrift Plan”). The Defined Benefit P@ns Plan
is a qualified defined benefit plan, while the ThRlan is a qualified defined contribution plamelremaining 15%
of active employees are covered by the AES Retinti8avings Plan (“RSP”). The RSP is a qualified robf
contribution plan containing a profit sharing compat. All non-union new hires are covered undeRB&, while
International Brotherhood of Electrical Workers pimal unit union new hires are covered under théned
Benefit Pension Plan and Thrift Plan. Beginnin@@®7, International Brotherhood of Electrical Wakelerical-
technical unit new hires are no longer covered utfte Defined Benefit Pension Plan but do receivarmnual
lump sum company contribution into the Thrift Pldaihis lump sum is in addition to IPL’s matchingpefrticipant
contributions up to 5% of base compensation. ThiinBe Benefit Pension Plan is noncontributory anfuinded
through a trust. Benefits are based on each ind@alidmployee’s pension band and years of servioppssed to
their compensation. Pension bands are based plgmoarjob duties and responsibilities.

Reported expenses relevant to the Defined Benefisien Plan are dependent upon numerous factarsingsfrom
actual plan experience and assumptions of futupersence, including the performance of plan assetsactual
benefits paid out in future years. Pension coste@ated with the Defined Benefit Pension Planimacted by the
level of contributions made to the plan, earningptan assets and employee demographics, incladjagjob
responsibilities and employment periods. Changegent@the provisions of the Defined Benefit Penditam may
impact current and future pension costs. Pensistscpay also be significantly affected by changdsely actuarial
assumptions, including anticipated rates of retmplan assets and the corporate bond discouist uiagl in
determining the projected benefit obligation andgien costs.

Additionally, a small group of former officers atitkir surviving spouses are covered under a fundeequalified
supplemental pension plan. The total number oi@pants in the plan as of December 31, 2012 wag B6 plan is
closed to new participants.

From a Financial Accounting Standards Board finansiatement perspective, IPL’s total underfundeaismpn
liability was approximately $268.5 million as of @smber 31, 2012 of which the Defined Benefit Pemsitan
liability and the Supplemental Retirement Planrafianapolis Power & Light Company (“Supplementatifeenent
Plan”) liability represented $267.0 million and $illion, respectively.

Pension plan assets consist of investments iniegidlomestic and international), fixed income sities,

alternative investments (hedge funds), and casfierBnces between actual portfolio returns andeelgd returns
may result in increased or decreased pension itoBiture periods. Pension costs are determined tee plan’s
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measurement date of December 31, 2012. Pension a@stietermined for the following year based emtlarket
value of pension plan assets, expected level of@mpcontributions, a discount rate used to deiteerthe
projected benefit obligation and the expected lterga rate of return on plan assets.

For 2012, pension expense was determined usingsameed long-term rate of return on plan assetsb@P%. As of
the December 31, 2012 measurement date, IPL deddas discount rate from 4.56% to 3.80% for thériee
Benefit Pension Plan and decreased the discownfrrah 4.37% to 3.41% for the Supplemental Retimgnfidan.
The discount rate assumption affects the pensiparese determined for 2013. In addition, IPL decrddke
expected long-term rate of return on plan asseta ff.50% to 7.25% effective January 1, 2013. Theeeted long-
term rate of return assumption affects the pensigense determined for 2013. The effect on 2013 pansion
expense of a 25 basis point increase and decnedse assumed discount rate is ($1.7 million) ah@ $nillion,
respectively. The effect on 2013 total pension espeof a 100 basis point increase and decreabe expected
long-term rate of return on plan assets is ($5/8am) and $5.3 million, respectively.

During the year 2012, our Pension Plans incurredtactuarial loss of $50.9 million. The net actldoss is
comprised of two parts (net): (1) $18.2 millionpeEnsion asset actuarial gain primarily due to ighdr than
expected return on assets, and (2) $69.1 milligpeosion liability actuarial loss primarily duedalecrease in the
discount rate that is used to value pension lidssli

In determining the discount rate to use for valdiagilities we use the market yield curve on higlality fixed
income investments as of December 31, 2012. Wegrthe expected benefit payments under the pls@doan
participant data and based on certain assumptmmsecning mortality, retirement rates, terminatiates, etc. The
expected benefit payments for each year are disedurack to the measurement date using the apptempot rate
for each half year from the yield curve, therebyaating a present value of all expected future bepayments
using the yield curve. Finally, an equivalent sendiscount rate is determined which produces sptaslue equal
to the present value determined using the fulldy@lrve.

In determining our discount rate, we utilize a gielirve created by deriving the rates for hypota¢tzero coupon
bonds from high-yield AA-rated coupon bonds of wagymaturities between 0.5 and 30 years. Non-cialabnds
and outliers (defined as bonds with yields outsifievo standard deviations from the mean) are eledun
computing the yield curve. Using the bond univéust described, regression analysis using leasireguegression
is used to determine the best-fitting regressianethat links yield-to-maturity to time-to matwritWe then
convert the regressed coupon yield curve into arse curve using the standard "bootstrappindiriegie, which
assumes that the price of a coupon bond for a giatrity equals the present value of the undeglyiond cash
flows using zero-coupon spot rates. In making thisversion, we assume that the regressed couplohagieach
maturity date represents a coupon-paying bondrtgaali par. We also convert the bond-equivalent fmmded
semiannually) yields to effective annual yieldsidgrhis process. The pension cash flows are pedifmr each
year into the future until no more benefit paymeares expected to be paid, and represent the aash tised to
produce the pension benefit obligation for pensialuations. The pension cash flows are matcheleto t
appropriate spot rates and discounted back to #asurement date. The cash flows after 30 yeamisgeunted
assuming the 30-year spot rate remains constaonble30 years. Once the present value of the casls fhs of the
measurement date has been determined using theaspefrom the Mercer Yield Curve, a single eqigint
discount rate is developed. This rate is the singieorm discount rate that, when applied to thesaash flows,
results in the same present value of the cash fimne the measurement date.

In establishing our expected long-term rate ofreassumption, we utilize a methodology which emgplthe
practice of using a “risk premium building blocki@roach as the framework. This approach involvéasgus
historical performance data to first determinertern differential between a particular assetscha®d a less risky
base index (i.e., the added return provided tostors as compensation for assuming added risk),applying that
premium to the estimate of the base index’s fubing-term return. The expected future weighted-agermeturns
for each asset class based on the target assstadloare taken into account.

The process begins by calculating the long-termrne¢stimate for cash, or the “risk-free rate.”sTisi the
foundation for the building block methodology. Treetong-term inflation rate is estimated based upentain
economic assumptions. For each asset class, toeitasd annualized return of the asset class isrd@hed, then
reduced by the historical annualized return of chging the same time period, which representhisterical “risk
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premium.” This calculated risk premium is then atitiethe long-term return estimate for cash. THeutated
estimate is then adjusted to take into accouneatimarket conditions and expectations. We conduare
additional analysis of the long-term rate of retampension assets to validate the results ofribk ffremium
building block” methodology.

Impairment of Long-lived Assets

Generally accepted accounting principles in the. teuire that we measure long-lived assets foaimpent when
indicators of impairment exist. If an asset is dedno be impaired, we are required to write dovenasset to its
fair value with a charge to current earnings. Téehook value of our utility plant assets was $%#lion as of
December 31, 2012 and 2011, respectively. We dbelave any of these assets are currently impaineshaking
this assessment, we consider such factors asvéralbcondition and generating and distributiopagity of the
assets; the expected ability to recover additierpenditures in the assets, such as CCT projéetsriticipated
demand and relative pricing of retail electricityaur service territory and wholesale electricitythie region; and
the cost of fuel.

Income Taxes

We are subject to federal and state of Indianantetaxes. Our income tax provision requires sigaift judgment
and is based on calculations and assumptions thaudject to examination by the U.S. Internal RexeService
and other tax authorities. We regularly assespathential outcome of tax examinations when deteingithe
adequacy of our income tax provisions by considgtiire technical merits of the filing position, cdse, and
results of previous tax examinations. ASC 740 pikes a more-likely-than-not recognition threshaidi
measurement requirements for financial statemgtrtiag of our income tax positions. Tax reservagenbeen
established, which we believe to be adequate atioel to the potential for additional assessmedtge
established, reserves are adjusted only when thenere information available or when an event ogcu
necessitating a change to the reserves. While \ie/bahat the amount of the tax reserves is resgenit is
possible that the ultimate outcome of future exatidms may exceed current reserves in amountsshdd be
material.

Contingencies

We accrue for loss contingencies when the amouttiteoloss is probable and estimable. We are sutgjecrious
environmental regulations, and are involved inaiartegal proceedings. If our actual environmeatal/or legal
obligations are different from our estimates, theognition of the actual amounts may have a méaienjzact on

our results of operations, financial condition, @agh flows; although that has not been the casegthe periods
covered by this report. Please see Note'@@mmitments and Contingencie$d the audited Consolidated Financial
Statements of IPALCO ifitem 8. Financial Statements and SupplementaryaDacluded in this Form 10-K for
information about significant contingencies invalgius. As of December 31, 2012 and 2011, total loss
contingencies accrued were $3.9 million and $4 I2anj respectively, which were included in Otheur@nt
Liabilities on the accompanying Consolidated BataBbeets.

NEW ACCOUNTING STANDARDS
Please see Note ‘Zummary of Significant Accounting Policie&d the audited Consolidated Financial Statements
of IPALCO in“Item 8. Financial Statements and SupplementaryaDamcluded in this Form 10-K for a discussion

of new accounting pronouncements and the potemjadct to our results of operations, financial atod, and
cash flows.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB  OUT MARKET RISK

Overview

The primary market risks to which we are exposedtlanse associated with fluctuations in interetstsrand the
prices of fuel, wholesale power, $@llowances and certain raw materials, includirglstcopper and other
commodities. We sometimes use financial instrumantsother contracts to hedge against such fluonst
including, on a limited basis, financial and comrtypderivatives. We generally do not enter intoidative
instruments for trading or speculative purposes.

Interest Rate Risk

We use long-term debt as a significant source pitakin our business, which exposes us to inteastrisk. We
do not enter into market risk sensitive instruméatgrading purposes. We manage our exposureteéoeist rate risk
through the use of fixed-rate debt and by refinag@xisting long-term debt at times when it is dedraconomic
and prudent. In addition, IPL’s credit facility heanterest at variable rates based either on timeeHnterest rate or
on the London InterBank Offer Rate. Fair valueating to financial instruments are dependent upenglent
market rates of interest, primarily the London iB&nk Offer Rate. At December 31, 2012, we had @xiprately
$1,765 million principal amount fixed rate debt &&D million principal amount variable rate debtstanding.

Variable rate debt at December 31, 2012 was coepie$ $50 million under the accounts receivableiggzation
facility. Based on amounts outstanding as of Deaarfi, 2012, the effect of a 25 basis point changkee
applicable rates on our variable-rate debt woutdgase or decrease our annual interest expenseaahgbaid for
interest by $0.1 million and $(0.1 million), respeely.

The following table shows our consolidated indeh&ss (in millions) by maturity as of December 3112

Fair

2013 2014 2015 2016 2017 ThereafterTotal Value
Fixed-rate debt $ 11090 - $ - $ 531c<% 24.6% 1,098.8 1,765.% $ 2,012.3
Variable-rate debt 50 - - - - - 50.0 50.0
Total Indebtedness $ 160 - $ - $ 5319% 24% 1,098.% 1,8153 $ 2,062.3

Weighted Average
Interest Rates by
Maturity 4.62% N/A N/A 6.67% 5.40% 5.45% 5.66%

For further discussion of our fair value of ourébtedness and book value of our indebtedness pteasdote 5,
“Fair Value Measurementsand Note 9/Indebtedness’to the audited Consolidated Financial Statemefnts o
IPALCO in“Item 8. Financial Statements and SupplementaryaDancluded in this Form 10-K.

Credit Market Risk
Based on our relatively small percentage of unhédgeiable rate debt in our capital structure, ioterest rate

exposure to the credit market crisis was and coasno be limited and has not been material. 8d¢erést Rate
Risk above.

50



Equity Market Risk

Our Pension Plans are impacted significantly byettinomy as a result of the Pension Plans beinglhéavested
in common equity securities. The performance oRBasion Plans’ investments in such common eqaityrities
and other instruments impacts our earnings asasediur funding liability. Our Pension Plans invesits’ realized
material losses in the recession that began in Ril@8ved by partial recoveries in 2009 through 20Please see
Note 11,“Pension and Other Postretirement Benefits’the audited Consolidated Financial Statemeniis8ALCO
in “Item 8. Financial Statements and SupplementaryaDatcluded in this Form 10-K for additional Penslan
information.

Inflation

During 2009 the recession had the effect of haltivegrapid inflation on certain raw materials, urdihg steel,
copper and other commaodities that we experienced the previous few years to the point where soostschave
even declined. Inflation on raw materials remaitwdin 2010, 2011 and 2012. These and other raveriadd serve
as inputs to many operating and maintenance preségadamental to the electric utility industrywer prices
reduce our operating and maintenance costs aneuapmur liquidity. The primary area in which inflat has
continued to increase at a steep rate is in theofdsealthcare provided to our employees. Thisrteggatively
impacted our results of operations, financial cbadj and cash flows in recent years.

Fuel

We have limited exposure to commodity price risktfee purchase of coal, the primary fuel used bfpushe
production of electricity. We manage this risk brgyading for all of our current projected burn thgh 2013 and
approximately 74% of our current projected burntfar three year period ending December 31, 201deniong-
term contracts. Pricing provisions in some of aung-term coal contracts allow for price changeseumertain
circumstances. Coal purchases contracted for i3 204 at prices that average the same as our \edightrage
price in 2012 due to price renegotiations that oezlin 2012. Our exposure to fluctuations in thegof coal is
limited because pursuant to Indiana law, we mayyagopthe IURC for a change in our fuel charge gvéree
months to recover our estimated fuel costs, whiely bre above or below the levels included in ouiddages. We
must present evidence in each FAC proceeding thdtave made every reasonable effort to acquireafug!
generate or purchase power or both so as to preddadericity to our retail customers at the lowkest cost
reasonably possible.

Power Purchased

We depend on purchased power, in part, to meetetait load obligations. As a result, we also hiwéted
exposure to commodity price risk for the purchafselectric energy for our retail customers. Pureltbhgower costs
can be highly volatile. We are generally alloweddoover, through our FAC, the energy portion atchased
power costs incurred to meet jurisdictional ref@éld. In certain circumstances, we may not be atbto recover a
portion of purchased power costs incurred to maefuwisdictional retail load. Sé#tem 7. Management's
Discussion and Analysis of Financial Condition @elsults of Operations — Regulatory Matters — Fugustment
Charge and Authorized Annual Jurisdictional Net @pieg Income.”

Retail Energy Market

The legislatures of several states have enactesitlzat would allow various forms of competitiontat
experiment with allowing some form of customer deodf electricity suppliers for retail sales ofate energy.
Indiana has not done so. In Indiana, competitionragrelectric energy providers for sales has focpsadarily on
the sale of bulk power to other public and munitigdities. Indiana law provides for electricitygpliers to have
exclusive retail service areas. In order to inceesdes, we work to attract new customers intcseuvice territory.
Although the retail sales of electric energy agutated, we face competition from other energy sesirFor
example, customers have a choice of installingtedeor natural gas home and hot water heatingesyst
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Wholesale Sales

We engage in wholesale power marketing activitias primarily involve the offering of utility-ownear contracted
generation into the MISO day-ahead and real-timeketa.Our ability to compete effectively in the wholesale
market is dependent on a variety of factors, incdgaur generating availability, the supply of wasdle power, the
demand by load serving entities, and the formatioiPL’s offers into the market. Our wholesale neves are
generated primarily from sales directly to the MI&@ergy market.

The average price per MWh we sold in the wholessaleket was $28.92, $30.45 and $31.62 in 2012, 201
2010, respectively. Until recently, wholesale raxemngenerally represented approximately 5% of atal &lectric
revenues. In 2011 and 2012, that percentage drdpp@d@% and then 3.1%, respectively. A decline/olesale
prices can have a significant impact on earningsabse most of our nonfuel costs are fixed in tioetgerm and
lower wholesale prices can result in lower wholesallumes sold.

Counterparty Credit Risk

At times, we may utilize forward purchase contrdotmanage the risk associated with power purchasescould
be exposed to counterparty credit risk in theseraots. We manage this exposure to counterpartitaigk by
entering into contracts with companies that aresetq to fully perform under the terms of the cacitr Individual
credit limits are implemented for each counterpsotfurther mitigate credit risk. We may also requa
counterparty to provide collateral in the eventaierfinancial benchmarks are not maintained, otad® credit
ratings are not maintained.

We are also exposed to counterparty credit risiedl to our ability to collect electricity salesrn our customers,

which may be impacted by volatility in the finarlaimarkets and the economy. Historically, our wiifés of
customer accounts has been immaterial, which iswwamfor the electric utility industry.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholder and Board of Directors of
IPALCO Enterprises, Inc.

We have audited the accompanying consolidated balsineets of IPALCO Enterprises, Inc. and subsedigthe
Company) as of December 31, 2012 and 2011, anctkaed consolidated statements of comprehensoaia,
common shareholder’s deficit, and cash flows faheaf the three years in the period ended DeceBibe2012.
Our audits also included the financial statemehedales listed in the Index at Item 15. These fiterstatements
and schedules are the responsibility of the Comipangnagement. Our responsibility is to expresspamon on
these financial statements and schedules basedr@udits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighaigo
(United States). Those standards require that e ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of malterisstatement. We were not engaged to perforaudit of the
Company's internal control over financial reporti@ur audits included consideration of internaltcolrover
financial reporting as a basis for designing apdittedures that are appropriate in the circumstare not for the
purpose of expressing an opinion on the effectigerd the Company's internal control over finangglorting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenpparting the
amounts and disclosures in the financial statemeastessing the accounting principles used andfisant
estimates made by management, and evaluating #ralbfinancial statement presentation. We belignag our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@albove present fairly, in all material respedts,¢onsolidated
financial position of IPALCO Enterprises, Inc. asubsidiaries at December 31, 2012 and 2011, and the
consolidated results of their operations and tbesh flows for each of the three years in the pegisded December
31, 2012, in conformity with U.S. generally accebéecounting principles. Also, in our opinion, tiedated

financial statement schedules, when consideredlation to the basic financial statements takea abole, present
fairly in all material respects the information &&tth therein.

/sl ERNST & YOUNG LLP

Indianapolis, Indiana
February 26, 2013
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DEFINED TERMS

The following is a list of frequently used abbrdigas or acronyms that are found in the Financiateé®nents
and Supplementary Data:

1995B Bonds $40 Million aggregate principal amoointhe City of Petersburg, Indiana
Pollution Control Refunding Revenue Bonds AdjustaRhte Tender
Securities 1995B Series, Indianapolis Power & Lighmpany Project

2011 IPALCO Notes $375 million of 8.625% (origiraupon 7.625%) Senior Secured Notes due
November 14, 2011

2016 IPALCO Notes $400 million of 7.25% Senior SecNotes due April 1, 2016

2018 IPALCO Notes $400 million of 5.00% Senior SeclNotes due May 1, 2018

AES The AES Corporation

ARO Asset Retirement Obligations

ASC Financial Accounting Standards Board Accounstgndards Codification

CCT Clean Coal Technology

Defined Benefit Pension Plan Employees’ Retirenfdan of Indianapolis Power & Light Company

DSM Demand Side Management

ECCRA Environmental Compliance Cost Recovery Adjesit

EPA U.S. Environmental Protection Agency

FAC Fuel Adjustment Charges

FASB Financial Accounting Standards Board

FERC Federal Energy Regulatory Commission

FTRs Financial Transmission Rights

GAAP Generally accepted accounting principles althnited States

IBEW International Brotherhood of Electrical Worker

IPALCO IPALCO Enterprises, Inc.

IPL Indianapolis Power & Light Company

IPL Funding IPL Funding Corporation

IURC Indiana Utility Regulatory Commission

kWh Kilowatt hours

MATS Mercury and Air Toxics Standards

Mid-America Mid-America Capital Resources, Inc.

MISO Midwest Independent Transmission System Operé&ic.

NOV Notice of Violation

Pension Plans Employees’ Retirement Plan of InglialsPower & Light Company and
Supplemental Retirement Plan of Indianapolis Paswverght Company

Purchasers Royal Bank of Scotland plc and Windruitiding Corporation

Receivables Sale Agreement Second Amended andt&®&eaceivables Sale Agreement, dated as of June

25, 2009, among IPL, IPL Funding Corporation, &s3kller, Indianapolis
Power & Light Company, as the Collection Agent, Riogank of Scotland
plc, as the Agent, the Liquidity Providers and Winilll Funding

Corporation
RSG Revenue Sufficiency Guarantee
RSP The AES Retirement Savings Plan
Supplemental Retirement Plan Supplemental Retireflkan of Indianapolis Power & Light Company
Thrift Plan Employees’ Thrift Plan of IndianapoRewer & Light Company
u.s. United States of America
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Statements of Comprehensive Income

For the Years Ended December 31, 2012, 2011 and 201

(In Thousands)

2012 2011 2010
UTILITY OPERATING REVENUES 1,229,777 $ 1,171,924 $ 1,144,903
UTILITY OPERATING EXPENSES:
Operation:
Fuel 340,647 334,385 322,541
Other operating expenses 217,124 203,286 196,166
Power purchased 121,238 90,159 55,456
Maintenance 99,568 119,152 118,883
Depreciation and amortization 176,843 167,245 164,102
Taxes other than income taxes 44,295 42,435 39,378
Income taxes - net 67,162 62,609 75,939
Total utility operating expenses 1,066,877 1,019,271 972,465
UTILITY OPERATING INCOME 162,900 152,653 172,438
OTHER INCOME AND (DEDUCTIONS):
Allowance for equity funds used during constrocti 1,087 3,950 3,990
Loss on early extinguishment of debt - (15,422) -
Miscellaneous income and (deductions) - net (2,290) 6,963 (3,311)
Income tax benefit applicable to nonoperatingime 19,463 25,476 25,410
Total other income and (deductions) - net 18,260 20,967 26,089
INTEREST AND OTHER CHARGES:
Interest on long-term debt 103,435 109,233 114,707
Other interest 1,913 1,786 2,136
Allowance for borrowed funds used during constiarc (1,059) (2,674) (2,437)
Amortization of redemption premiums and expenselebt 4,875 4,700 4,174
Total interest and other charges - net 109,164 113,045 118,580
NET INCOME 71,996 60,575 79,947
LESS: PREFERRED DIVIDENDS OF SUBSIDIARY 3,213 3,213 3,213
NET INCOME APPLICABLE TO COMMON STOCK 68,783 $ 57,362 $ 76,734
ADD OTHER COMPREHENS IVE INCOME:
Unrealized loss on available for sale investment - - (197)
Gain on sale of available for sale investment - 197 -
COMPREHENS IVE INCOME ATTRIBUTABLE TO COMMON STOCK 68,783 $ 57,559 $ 76,537

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES

Consolidated Balance Sheets

(In Thousands)

December 31, December 31,
2012 2011
ASSETS
UTILITY PLANT:
Utility plant in service $ 4,382,534 $ 4,313,015
Less accumulated depreciation 2,043,540 1,940,633
Utility plant in service - net 2,338,994 2,372,382
Construction work in progress 70,169 52,429
Spare parts inventory 15,445 15,534
Property held for future use 1,002 1,002
Utility plant - net 2,425,610 2,441,347
OTHER ASSETS:
Nonutility property - at cost, less accumulategmciation 533 539
Other investments 5,333 5,029
Other assets - net 5,866 5,568
CURRENT ASSETS:
Cash and cash equivalents 18,487 27,283
Accounts receivable and unbilled revenue (ldssvahce
for doubtful accounts of $2,047 and $2,081peesively) 141,508 136,007
Fuel inventories - at average cost 45,236 52,694
Materials and supplies - at average cost 57,256 54,137
Deferred tax asset - current 10,809 12,352
Regulatory assets 4,906 7,424
Prepayments and other current assets 21,135 16,838
Total current assets 299,337 306,735
DEFERRED DEBITS:
Regulatory assets 523,839 485,932
Miscellaneous 30,695 32,070
Total deferred debits 554,534 518,002
TOTAL $ 3,285,347 $ 3,271,652
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common shareholder's deficit:
Paid in capital $ 11,811 $ 11,367
Accumulated deficit (15,030) (17,213)
Total common shareholder's deficit (3,219) (5,846)
Cumulative preferred stock of subsidiary 59,784 59,784
Long-term debt (Note 9) 1,651,120 1,760,316
Total capitalization 1,707,685 1,814,254
CURRENT LIABILITIES:
Short-term debt (Note 9) 160,000 64,000
Accounts payable 76,343 81,206
Accrued expenses 24,310 24,138
Accrued real estate and personal property taxes 19,405 17,460
Regulatory liabilities 10,475 9,263
Accrued interest 31,979 31,008
Customer deposits 24,796 23,142
Other current liabilities 11,210 14,236
Total current liabilities 358,518 264,453
DEFERRED CREDITS AND OTHER LO NG-TERM LIABILITIES:
Regulatory liabilities 570,344 550,432
Accumulated deferred income taxes - net 341,859 351,161
Non-current income tax liability 6,138 5,354
Unamortized investment tax credit 8,162 9,761
Accrued pension and other postretirement benefits 274,017 258,171
Miscellaneous 18,624 18,066
Total deferred credits and other long-terabilities 1,219,144 1,192,945
CO MMITMENTS AND CONTINGENCIES (Note 12)
TOTAL $ 3,285,347 $ 3,271,652

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Statements of Cash Flows
For the Years Ended December 31,2012, 2011 and 201

(In Thousands)

2012 2011 2010
CASHFLOWS FROM OPERATIONS:
Net income $ 71,996 $ 60,575 $ 79,947
Adjustments to reconcile net income to net ca®lvided by operating activities:
Depreciation and amortization 179,217 169,421 163,337
Amortization of regulatory assets 2,206 2,529 6,777
Deferred income taxes and investment tax cemtjiilstments - net (4,370) (8,889) (5,759)
Loss on early extinguishment of debt - 15,422 -
Termination of interest rate swap - (12,572) -
Allowance for equity funds used during constiarc (881) (3,772) (3,795)
Gain on sale of nonutility property - (13,320) -
Change in certain assets and liabilities:
Accounts receivable (5,501) 4,531 (13,389)
Fuel, materials and supplies 4,339 (17,938) (764)
Income taxes receivable or payable (6,681) 8,272 (5,443)
Financial transmission rights 360 (621) (1,214)
Accounts payable and accrued expenses (2,947) 2,514 19,698
Accrued real estate and personal property taxes 1,945 648 (6,819)
Accrued interest 971 1,777 354
Pension and other postretirement benefit expens 15,846 58,883 13,473
Short-term and long-term regulatory assetsliabdties (43,514) (91,761) (32,484)
Other - net 1,780 7,385 6,612
Net cash provided by operating activities 214,766 183,084 220,531
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures - utility (129,747) (209,851) (163,652)
Purchase of investments - - -
Proceeds from sales and maturities of short-terestments - 2,000 -
Proceeds fromthe sales of assets 1 13,467 -
Grants under the American Recovery and Reinvestet of 2009 6,028 7,919 5,130
Cost of removal, net of salvage (9,251) (14,896) (3,035)
Other (6,608) (3,958) (6,655)
Net cash used in investing activities (139,577) (205,319) (168,212)
CASH FLOWS FROM FINANCING ACTIVITIES:
Short-term debt borrowings 73,000 138,000 9,508
Short-term debt repayments (87,000) (124,000) (40,000)
Long-term borrowings, net of discount - 634,581 40,000
Retirement of long-term debt and early tendemare - (559,145) -
Dividends on common stock (66,600) (59,231) (73,200)
Preferred dividends of subsidiary (3,213) (3,213) (3,213)
Deferred financing costs paid (166) (8,633) (1,306)
Other (6) (637) (334)
Net cash provided by (used in) financing activities (83,985) 17,722 (68,545)
Net change in cash and cash equivalents (8,796) (4,513) (16,226)
Cash and cash equivalents at beginning of period 27,283 31,796 48,022
Cash and cash equivalents at end of period $ 18,487 $ 27,283 $ 31,796
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest (net of amount capitalized) $ 103,254 $ 108,488 $ 113,458
Income taxes $ 58,750 $ 37,750 $ 61,650

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Consolidated Statements of Common Shareholder's
Deficit and Noncontrolling Interest
(In Thousands

Accumulated

Other Total Common Cumulative
Paid in Accumulated Comprehensive Shareholder's Preferred Stock
Capital Deficit Income (Loss) Deficit of Subsidiary
2010
Beginning Balance $ 9820 $ (18,878) $ - $ (9,058) $ 59,784
Comprehensive Income attributable to common stock:
Net income applicable to common stock 76,734 76,734
Unrealized loss on available for sale investn{eet
of income tax benefit of $134) (297) (297)
Distributions to AES (73,200) (73,200)
Contributions from AES 991 991
Balance at December 31, 2010 $ 10,811 $ (15,344) $ 197) $ (4,730) $ 59,784
2011
Comprehensive Income attributable to common stock:
Net income applicable to common stock 57,362 57,362
Gain on sale of available for sale investmeat (n
of income tax expense of $134) 197 197
Distributions to AES (59,231) (59,231)
Contributions from AES 556 556
Balance at December 31, 2011 $ 11,367 $ (17,213) $ - $ (5,846) $ 59,784
2012
Comprehensive Income attributable to common stock:
Net income applicable to common stock 68,783 68,783
Distributions to AES (66,600) (66,600)
Contributions from AES 444 444
Balance at December 31, 2012 $ 11,811 $ (15,0300 $ - $ (3219) $ 59,784

See notes to consolidated financial statements.
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IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2012, 2011 and P01

1. ORGANIZATION

IPALCO Enterprises, Inc. (“IPALCO”) is a holding mpany incorporated under the laws of the statadiiha.
IPALCO is a wholly-owned subsidiary of The AES Cargtion (“AES”), acquired by AES in March 2001.
IPALCO owns all of the outstanding common stockt®tubsidiaries. Substantially all of IPALCO’s iness
consists of the generation, transmission, distidinuand sale of electric energy conducted throtgprincipal
subsidiary, Indianapolis Power & Light Company (IR IPL was incorporated under the laws of thdestaf
Indiana in 1926. IPL has approximately 470,000iretsstomers in the city of Indianapolis and neigtibg cities,
towns and communities, and adjacent rural areasithlin the state of Indiana, the most distant pbeing
approximately forty miles from Indianapolis. IPLshan exclusive right to provide electric servicéhtose
customers. IPL owns and operates two primarily-foatl generating plants, one combination coal gasHfired
plant and two combustion turbines at a separageisitt are all used for generating electricity.’§et electric
generation capacity for winter is 3,492 megawaits et summer capacity is 3,353 megawatts.

IPALCOQO's other direct subsidiary is Mid-America Gt Resources, Inc. (“Mid-America”). Mid-America the
holding company for IPALCQO'’s unregulated activiti®®ALCO'’s regulated business is conducted throiéih
IPALCO has two business segments: utility and nibtyutThe utility segment consists of the operasmf IPL and
everything else is included in the nonutility segime

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

IPALCO'’s consolidated financial statements are preg in accordance with generally accepted acaaginti
principles in the U.S. (“GAAP”) and in conjunctievith the rules and regulations of the Securitied BErchange
Commission. The consolidated financial statemardide the accounts of IPALCO, its regulated wtiitibsidiary,
IPL, and its unregulated subsidiary, Mid-Americdl.iAtercompany items have been eliminated in ctidaton.
Certain costs for shared resources amongst IPILRAACO, such as labor and benefits, are allocateshth entity
based on allocation methodologies that managensdiet/bs to be reasonable. We have evaluated sutasiequ
events through the date this report is issued.

All income of Mid-America, as well as nonoperatingome of IPL, are included below UTILITY OPERATING
INCOME in the accompanying Consolidated Statemeh@omprehensive Income.

Use of Management Estimates

The preparation of financial statements in confeymiith GAAP requires that management make ceeatimates
and assumptions that affect the reported amourdass#ts and liabilities and disclosure of contihgssets and
liabilities at the date of the financial statemeiitse reported amounts of revenues and expensegjdbe
reporting period may also be affected by the egésand assumptions management is required to rAakeal
results may differ from those estimates.

Reclassifications

Certain prior period amounts have been reclassifiemnform to the current year presentation.
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Regulation

The retail utility operations of IPL are subjectthe jurisdiction of the Indiana Utility RegulatoGommission
(“IURC™). IPL’s wholesale power transactions aréjget to the jurisdiction of the Federal Energy Ratpry
Commission (“FERC"). These agencies regulate IRIil#ty business operations, tariffs, accountingpreciation
allowances, services, security issues and theasal@cquisition of utility properties. The finaricséatements of
IPL are based on GAAP, including the provision§infancial Accounting Standards Board Accountingh&geds
Codification (“ASC”) 980"Regulated Operations,iwhich gives recognition to the ratemaking and aating
practices of these agencies. See also Ndteegjulatory Assets and Liabilitiesfor a discussion of specific
regulatory assets and liabilities.

Revenues and Accounts Receivable

Revenues related to the sale of energy are gepeeaibgnized when service is rendered or enerdglisered to
customers. However, the determination of the ensadgs to individual customers is based on theimgaaf their
meters, which occurs on a systematic basis thraustghe month. At the end of each month, amounenefgy
delivered to customers since the date of the lasemeading are estimated and the correspondibifjathrevenue
is accrued. In making its estimates of unbilleceraxe, IPL uses complex models that consider vafamiers
including daily generation volumes; known amouritereergy usage by nearly all residential, small cercial and
industrial customers; estimated line losses; atithated customer rates based on prior period galiGiven the
use of these models, and that customers are biledmonthly cycle, we believe it is unlikely tmahterially
different results will occur in future periods whevenue is billed. As part of the estimation obilled revenues,
IPL estimates line losses on a monthly basis. Atdbeber 31, 2012 and 2011, customer accounts rédeiveclude
unbilled energy revenues of $50.6 million and $44illion, respectively, on a base of annual reveoiu®l.2
billion in each of 2012 and 2011. Our provision dmubtful accounts included in Other operating &ges on the
accompanying Consolidated Statements of Compreleirstome was $3.4 million, $3.7 million and $4.0lion
for the years ended December 31, 2012, 2011 an@, 284pectively.

IPL’s basic rates include a provision for fuel soa$ established in IPL’s most recent rate proogedihich last
adjusted IPL'’s rates in 1996. IPL is permittedeoaver actual costs of purchased power and fueluwoad, subject
to certain restrictions. This is accomplished tigtoguarterly Fuel Adjustment Charges (“FAC”) prodiegs, in
which IPL estimates the amount of fuel and purctigsever costs in future periods. Through thesegedings,

IPL is also permitted to recover, in future rat@sjerestimated fuel and purchased power costs pran periods,
subject to certain restrictions, and thereforeaer or underestimated costs are deferred or ad@né amortized
into fuel expense in the same period that IPL’'esatre adjusted.

In addition, we are one of many transmission systamer members of the Midwest Independent Transomniss
System Operator, Inc. (“MISQ”), a regional transsios organization which maintains functional cohtreer the
combined transmission systems of its members amges one of the largest energy markets in thelbd tGe
MISO market, IPL offers its generation and bidsli#gsnand into the market on an hourly basis. MIS®esethese
hourly offers and bids based on locational margimades, which is pricing for energy at a givendtien based on a
market clearing price that takes into account pafdimitations, generation, and demand throughloetMISO
region. MISO evaluates the market participantsrgpeffers and demand bids to economically ancbdji
dispatch the entire MISO system. IPL accountstiesé hourly offers and bids, on a net basis, inLUTY¥
OPERATING REVENUES when in a net selling positiodan UTILITY OPERATING EXPENSES — Power
Purchased when in a net purchasing position.

Contingencies

IPALCO accrues for loss contingencies when the arhofithe loss is probable and estimable. IPL I§estt to
various environmental regulations, and is involiredertain legal proceedings. If IPL’s actual eowimental and/or
legal obligations are different from our estimatég, recognition of the actual amounts may haveternal impact
on our results of operations, financial conditiand cash flows; although that has not been thedaéeg the
periods covered by this report. As of December2®12 and 2011, total loss contingencies accrued $@:9
million and $4.2 million, respectively, which wereluded in Other Current Liabilities on the accanping
Consolidated Balance Sheets.
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Concentrations of Risk

Substantially all of IPL’s customers are locatethim the Indianapolis area. In addition, approxieha63% of
IPL’s full-time employees are covered by collectbargaining agreements in two bargaining unitdhgsizal unit
and a clerical-technical unit. IPL’s contract witte physical unit expires on December 14, 2015thedtontract
with the clerical-technical unit expires Februafy 2014. Additionally, IPL has long-term coal c@us with six
suppliers, with about 40% of our existing coal uncientract coming from one supplier. Substantiallyof the coal
is currently mined in the state of Indiana.

Allowance For Funds Used During Construction

In accordance with the Uniform System of Accountsspribed by FERC, IPL capitalizes an allowancelernet
cost of funds (interest on borrowed funds and aaeable rate of return on equity funds) used foistroiction
purposes during the period of construction witloaesponding credit to income. IPL capitalized antswsing
pretax composite rates of 8.4%, 8.6%, and 8.8%ndw012, 2011, and 2010, respectively.

Utility Plant and Depreciation

Utility plant is stated at original cost as defirfed regulatory purposes. The cost of additionattiity plant and
replacements of retirement units of property amrged to plant accounts. Units of property replameabandoned
in the ordinary course of business are retired ftiognplant accounts at cost; such amounts, legagml are charged
to accumulated depreciation. Depreciation is comgbibty the straight-line method based on functioat@s
approved by the IURC and averaged 4.0%, 3.9%, &% during 2012, 2011 and 2010, respectively. D&ption
expense was $175.9 million, $166.3 million, andCbanmillion for the years ended December 31, 2@021 and
2010, respectively.

Derivatives

We have only limited involvement with derivativeadincial instruments and do not use them for tragimgoses.
IPALCO accounts for its derivatives in accordanégwSC 815*Derivatives and Hedging."PL had one interest
rate swap agreement, which was terminated in Noee@®11. IPL entered into this agreement as a mefans
managing the interest rate exposure on a $40 millisecured variable-rate debt instrument. Thedstesettlement
amounts from the swap agreement prior to its tesition were reported in the financial statements asmponent
of interest expense.

In addition, IPL has entered into contracts invedythe physical delivery of energy and fuel. Beeahese
contracts qualify for the normal purchases and mbsales scope exception in ASC 815, IPL has aldctaccount
for them as accrual contracts, which are not aéfuiir changes in fair value.

Fuel, Materials and Supplies

We maintain coal, fuel oil, materials and suppiiegentories for use in the production of electsicithese
inventories are accounted for at the lower of cosharket, using the average cost.

Income Taxes

IPALCO includes any applicable interest and peesltelated to income tax deficiencies or overpaysigrthe
provision for income taxes in its Consolidated &tatnts of Comprehensive Income. The income taxigioov
includes gross interest income/(expense) of $0l@mj $0.0 million and $0.7 million for the yeaesided
December 31, 2012, 2011 and 2010, respectively.

Deferred taxes are provided for all significant pamary differences between book and taxable incdihe.effects
of income taxes are measured based on enacteditavsites. Such differences include the use olerated
depreciation methods for tax purposes, the uséfefent book and tax depreciable lives, ratesiarskrvice dates
and the accelerated tax amortization of pollutiontml facilities. Deferred tax assets and liala@$tare recognized
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for the expected future tax consequences of egiglifierences between the financial reporting andréporting
basis of assets and liabilities. Those income taggable which are includable in allowable costsédemaking
purposes in future years are recorded as regulagssts with a corresponding deferred tax liabilityestment tax
credits that reduced federal income taxes in tlaesythey arose have been deferred and are beingizedao
income over the useful lives of the propertiesdocaidance with regulatory treatment. Contingetiliges related
to income taxes are recorded in accordance with A8CIncome Taxes.”

Cash and Cash Equivalents

We consider all highly liquid investments purchaséith original maturities of three months or lesshe date of
acquisition to be cash equivalents.

Repair and Maintenance Costs

Repair and maintenance costs are expensed asadcurr

Per Share Data

IPALCO is a wholly-owned subsidiary of AES and does report earnings on a per-share basis.
New Accounting Pronouncements

Fair Value Measurement (Topic 820)

In May 2011, the Financial Accounting Standards@dq&-FASB”) issued Accounting Standards Update Td20
“Fair Value Measurement Amendments to Achieve ConfraioilYalue Measurement and Disclosure Requirements
in U.S. Generally Accepted Accounting Principled &mternational Financial Reporting Standarti3he
amendments in this update result in common fameraheasurement and disclosure requirements un&er U.
Generally Accepted Accounting Principles and Irg¢ional Financial Reporting Standards. Consequettitéy
amendments change the terminology used to desmiding of the requirements under U.S. Generally Atbp
Accounting Principles for measuring fair value daddisclosing information about fair value measueats. For
many of the requirements, the FASB does not infenthe amendments in this update to result inangk in the
application of the requirements in Topic 820. Sarhthe amendments clarify the FASB’s intent abdiat t
application of existing fair value measurement rezaents. Other amendments change a particulaciplénor
requirement for measuring fair value or for disaigsinformation about fair value measurements. aimendments
in this update were effective for IPALCO beginnifanuary 1, 2012 and do not have a material effetPALCO’s
consolidated financial statements.

Comprehensive Income (Topic 220)

In June 2011, the FASB issued Accounting Standdpttate Topic 220Presentation of Comprehensive Income
Under the amendments in this update, an entityHesption to present the total of comprehensicerime, the
components of net income, and the components ef attmprehensive income either in a single contisuo
statement of comprehensive income or in two sepdmait consecutive statements. The amendmentssinipliate
were effective for IPALCO beginning January 1, 2@h2l do not have a material effect on IPALCO’s ctidated
financial statements.

3. REGULATORY MATTERS

General

IPL is subject to regulation by the IURC as tosisvices and facilities, the valuation of propetttyg construction,
purchase, or lease of electric generating fadlitibe classification of accounts, rates of deptami, retail rates and

charges, the issuance of securities (other thatesees of indebtedness payable less than twelvéhmafter the
date of issue), the acquisition and sale of sonmdigutility properties or securities and certather matters.
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In addition, IPL is subject to the jurisdictiontbie FERC with respect to short-term borrowing rmgfulated by the
IURC, the sale of electricity at wholesale andtta@smission of electric energy in interstate commagthe
classification of accounts, reliability standardsd the acquisition and sale of utility propertyértain
circumstances as provided by the Federal PowerA&ct regulated entity, IPL is required to useaiaraccounting
methods prescribed by regulatory bodies which nitigrdrom those accounting methods required tased by
unregulated entities.

IPL is also affected by the regulatory jurisdictiofithe U.S. Environmental Protection Agency (“EpAt the
federal level, and the Indiana Department of Envinental Management at the state level. Other sogmif
regulatory agencies affecting IPL include, but@oelimited to, North American Electric Reliabilityorporation,
the U.S. Department of Labor and the Indiana Ociiopal Safety and Health Administration.

Fuel Adjustment Charge and Authorized Annual Jurisdctional Net Operating Income

IPL may apply to the IURC for a change in IPL’sIfabarge every three months to recover IPL’s egtohéuel
costs, including the energy portion of purchasedgyaosts, which may be above or below the levelkided in
IPL’s basic rates and charges. IPL must presedeeci in each FAC proceeding that it has made eeasonable
effort to acquire fuel and generate or purchasegp@wboth so as to provide electricity to its Hetastomers at the
lowest fuel cost reasonably possible.

Independent of the IURC'’s ability to review basates and charges, Indiana law requires electlitegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition forayap of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelvaonth
operating income, determined at quarterly measunedees, exceeds a utility’s authorized annudaddgiictional net
operating income and there are not sufficient @gplie cumulative net operating income deficienagainst which
the excess rolling twelve month jurisdictional nperating income can be offset.

Environmental Compliance Cost Recovery AdjustmentECCRA”)

IPL may apply to the IURC for approval of a ratgustinent known as the Environmental Compliance Cost
Recovery Adjustment (“‘ECCRA”) every six months ézover costs to install and/or upgrade Clean Coal
Technology (“CCT") equipment. The total amountBfls CCT equipment approved for ECCRA recoveryfas o
December 31, 2012 was $618.8 million. The jurisdi@l revenue requirement that was approved byURE to
be included in IPL’s rates for the six month perfoaim September 2012 through February 2013 was9®sitlion.
During the years ended December 31, 2012, 2012@hd, we made total CCT expenditures of $15.0 omli
$64.4 million, and $53.1 million, respectively. Tha&st majority of such costs are recoverable thnaug ECCRA
filings.

The EPA released the final Mercury and Air Toxitarlards (“MATS”) rule in December 2011 to address
hazardous air pollutant emissions from certaintdtegenerating power plants, and IPL managemestdeaeloped
a plan to comply with this new rule, as discussetEinvironmental Matters — MATSWVe will seek and expect to
recover through our environmental rate adjustmesthranism, all operating and capital expenditurizdee to
compliance with MATS; however, there can be no aswe that we will be successful in that regard.

Demand-Side Management and IPL's Smart Energy Projet

On December 9, 2009, the IURC issued a Generic Ddr8&de Management (“DSM”) Order that found that
electric utilities subject to its jurisdiction musieet an overall goal of annual cost-effective D@grams that
reduce retail kilowatt hours (“kWh”) sales (as cargd to what sales would have been excluding thd DS
programs) of 2% per year by 2019 (beginning in 28110.3% and growing to 2.0% in 2019, and subjecgttain
adjustments). The IURC also found that all juriidical electric utilities have to participate indiinitial,
statewide core DSM programs, which are administeged third party administrator. Consequently, D&M
spending, both capital and operating, began isangasignificantly in 2010 and will continue to nease
significantly going forward, which will likely redze our retail energy sales and the associated uegen
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In October 2010, IPL filed a petition with the IUR@ approval of its plan to comply with the [IURCZeneric
DSM Order. In November 2011, IPL received apprdrah the IURC for this plan. Current spending apails in
effect through December 31, 2013 total $54.5 mllémd include the opportunity for performance basedntives.
In August 2012, the IURC approved a one year ektarsf the contract with the current state-widedtparty
administrator to continue providing certain DSM gnams for IPL and other jurisdictional utilitiesdugh
December 31, 2014.

In 2010, IPL was awarded a smart grid investmeaigior $20 million as part of its $48.9 million 8mEnergy
Project (including smart grid technology), whicHlwirovide its customers with tools to help themrmefficiently
use electricity and upgrade IPL’s electric deliveygtem infrastructure. Under the grant, the U.&dtment of
Energy is providing nontaxable reimbursements toft® up to $20 million of capitalized costs assded with
IPL's Smart Energy Project. These reimbursemem$aing accounted for as a reduction of the capi#ISmart
Energy Project costs. Through December 31, 201awve received total grant reimbursements of $d8llion
since the 2010 project inception.

Tree Trimming Practices Investigation

In February 2009, an IPL customer filed a complalaiming our tree trimming practices were unreasie and
expressed concerns with language contained inaoifir that addressed our tree trimming and treeonaahrights.
Subsequently, the IURC initiated a generic invesiam into electric utility tree trimming practicasd tariffs in
Indiana. In November 2010, the IURC issued an oirdére investigation, which imposed additionaluiegments
on the conduct of tree trimming. The order includegluirements on utilities to provide advance custonotice
and obtain customer consent or additional easenfemtisting easements and rights of way are insigffit to
permit pruning in accordance with the required stdustandards or in the event that a tree wouddinie have
more than 25% of its canopy removed. The orderdilsxted that a rulemaking would be initiatedualier
address vegetation management practices.

On July 7, 2011, the IURC issued an additional trieeming order which did not provide the relief were
seeking, but clarified utility customer notice r@g@ments and the relationship of the order to prigpéghts and
tariff requirements. It also clarified that in cas# emergency or public safety, utilities may,heiit customer
consent, remove more than 25% of a tree or trinobéexisting easement or right of way boundariagitoedy the
situation.

In July 2012, the IURC issued its final order ie thee trimming practices rulemaking, which wasdapproved by
the Indiana governor and attorney general and bedamin October 2012. IPL is implementing procesduio
ensure it appropriately complies with the requirataef the new rule that addresses natificatiospuatie resolution
and other activities associated with its vegetati@amagement practices. The requirements of therakivg are
similar to current practices. However, the actwestémpact of the rule will not be known until wave experience
operating under its terms.

Renewable Power Purchase Agreements

We are committed under a power purchase agreem@uoirthase approximately 100 MW of wind generated
electricity through 2029 from a wind project in lada. We are also committed under another agreetment
purchase approximately 200 MW of wind generatedtgtgty for 20 years from a project in Minnesotahich
began commercial operation in October 2011. We harieority from the IURC to recover the costs foththof
these agreements through an adjustment mechanimmmiatkéred within the FAC. We also expect to hapea100
MW of solar generated electricity under contrac2@13, subject to approval by the IURC.

MISO Real Time Revenue Sufficiency Guarantee

MISO collects Revenue Sufficiency Guarantee (“RS&iarges from market participants to pay for getieara
dispatched when the costs of such generation anecovered in the market clearing price. Overpast several
years, there have been disagreements betweensiei@garties regarding the calculation methodofogiRSG
charges and how such charges should be allocatad tndividual MISO participants. MISO has changfeeir
methodology multiple times. Per past FERC order§ecember 2008, MISO filed with the FERC its pregad
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revisions and clarifications to the calculatiorttod RSG charges and had begun to use its new nudtigydn
January 2009, including making resettlements ofiptes calculations. In the second quarter of 2608 FERC
withdrew its previous orders related to RSG chaagekfurther directed MISO to cease the ongoingkatar
resettlements and refund process and to recomelarnhounts paid and collected in order to retuch @aarket
participant to the financial state it was in beftive refund process began. This has the potentjalidation that IPL
would no longer be entitled to refunds that were ttulPL under the previous order for periods betwapril 1,
2005 and November 4, 2007.

In July 2009, IPL filed a Request for Clarificationalternately a Request for Rehearing on thiseisdone. In
addition to our requests, other interested pahide® expressed interest in a different model ofcaling RSG
charges. Another factor that affects how RSG clageact IPL is our ability to recover such costsrf our
customers through our FAC and/or in a future bestie case proceeding. Under the methodology clyrenéffect,
RSG charges have little effect on IPL’s financtatements as the vast majority of such chargesarsidered to be
fuel costs and are recoverable through IPL’s FAfi)erthe remainder are being deferred for futumvery in
accordance with generally accepted accounting iptesin the U.S. However, the IURC's orders in ®EAC 77,
78 and 79 proceedings approved IPL's FAC factoamimterim basis, subject to refund, pending theaue of the
FERC proceeding regarding RSG charges and anygudseappeals therefrom. On August 30, 2010, FERGed
an order approving the RSG Redesign as previoilsty inder Section 206 on February 23, 2009 andired
MISO to make a compliance filing with the chang@a.October 29, 2010 MISO made its compliance filing
regarding the RSG Redesign, and indicated thabildvsubsequently file under Section 205 modifmagito the
RSG Redesign rate. MISO also indicated it expettdie ready to implement the RSG Redesign rate arcivil,
2011. On February 15, 2011, MISO filed to amendisember 1, 2010 filing modifying the RSG Redesafe, to
change the effective date of the proposed modifinatto April 1, 2011. FERC issued its order pdltiaccepting
the filings on March 31, 2011. On May 2, 2011, MIS@mitted a request for rehearing or clarificatdfrERC’s
March 31, 2011 order regarding the allocation ef¢hst of RSG. As a result, it is not possibleredgct how these
proceedings will ultimately impact IPL, but we dotibelieve they will have a material impact on 6oancial
statements.

MISO Transmission Expansion Cost Sharing and FERC @er 1000

Beginning in 2007, MISO transmission system ownenoers including IPL began to share the costs of
transmission expansion projects with other transimissystem owner members after such projects agpeoved
by the MISO board of directors. Upon approval by iSO board of directors the transmission systemes
members must make a good faith effort to build angday for the projects. Costs allocated to IPLtFar projects of
other transmission system owner members are cetldnt MISO per their tariff. See also Senate Bll below
under ‘Environmental Matter$

On July 21, 2011, the FERC issued Order 1000, amgrtde transmission planning and cost allocation
requirements established in Order No. 890. Thrabgter 1000, the FERC:

(1) requires public utility transmission provideosparticipate in a regional transmission planrpngcess and
produce a regional transmission plan;

(2) requires public utility transmission providéssamend their open access transmission tariffeescribe how
public policy requirements will be considered iodband regional transmission planning processes;

(3) removes the federal right of first refusal é@rtain transmission facilities; and
(4) seeks to improve coordination between neighigpottiansmission planning regions for interregidaallities.

MISO'’s approved tariff in part already compliestwidrder 1000. However, Order 1000 will result ircges to
transmission expansion costs charged to us by M&©h changes relate to public policy requireméants
transmission expansion within the MISO footprinicls as to comply with renewable mandates of ottates
within the footprint. These charges are difficoltetstimate, but are expected to be material toithénaa few years;
however, it is probable, but not certain, that ¢hessts will be recoverable, subject to IURC apatovhrough
December 31, 2012, we have deferred as a regulasset $2.2 million of MISO transmission expansiosts.
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4. UTILITY PLANT IN SERVICE

The original cost of utility plant in service segaged by functional classifications, follows:

As of December 31,

2012 2011
(In Thousands)
Production $ 2,708,826 $ 2,684,443
Transmission 249,577 238,762
Distribution 1,249,445 1,219,070
General plant 174,686 170,74
Total utility plant in service $ 4382534 $ 4,313,015

Substantially all of IPL’s property is subject t$865.3 million direct first mortgage lien, as oé&@mber 31, 2012,
securing IPL’s first mortgage bonds. Property urgigital leases as of December 31, 2012 and 2041 wa
insignificant. Total non-legal removal costs oflitgiplant in service at December 31, 2012 and 20&fe $575.9
million and $552.0 million, respectively and tolfjal removal costs of utility plant in serviceCetcember 31,
2012 and 2011 were $17.6 million and $16.6 milli@mspectively. Please see NotéAsset Retirement
Obligations” for further information.

IPL anticipates material additional costs to compith various pending and final federal legislatenmd regulations
and itis IPL’s intent to seek recovery of any diddial costs. The majority of the expendituresdonstruction
projects designed to redus@fur dioxides and mercury emissions are recoverfabm jurisdictional retail
customers as part of IPL's CCT projects, howeviegesjurisdictional retail rates are subject toulagpry approval,
there can be no assurance that all costs will bevered in rates.

5. FAIR VALUE MEASUREMENTS

Whenever possible, quoted prices in active marketsised to determine the fair value of our finalnicistruments.
Our financial instruments are not held for tradamgpther speculative purposes. The estimated &irevof financial
instruments has been determined by using avaitabl&et information and appropriate valuation metiodies.
However, considerable judgment is required in prteting market data to develop the estimates ofv&lue.
Accordingly, the estimates presented herein armeo¢ssarily indicative of the amounts that we doedlize in a
current market exchange. The use of different niaaksumptions and/or estimation methodologies raag la
material effect on the estimated fair value amaunts

Cash Equivalents

As of December 31, 2012 and 2011, our cash equitatmnsisted of money market funds. The fair valueash
equivalents approximates their book value due &g ghort maturity, which was $6.4 million and $&8lion as of
December 31, 2012 and 2011, respectively.

Investments in debt securities

As of December 31, 2012 and 2011, we had no inwstin debt securities. Auction rate securitiedwaitrecorded
value of $1.7 million as of December 31, 2010 wireidated during the first quarter of 2011 at tHace amount
of $2.0 million. IPL’s investment in variable radlemand notes at December 31, 2010 consisted &#hdillion
aggregate principal amount of the City of Petergblndiana, Pollution Control Refunding Revenue &®on
Adjustable Rate Tender Securities 1995B Seriesatagbolis Power & Light Company Project (“1995B Bst),
which were redeemed in November 2011.
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Customer Deposits

Our customer deposits do not have defined matdatgs and therefore, fair value is estimated tthbeamount
payable on demand, which equaled book value. Custdeposits totaled $24.8 million and $23.1 millamof
December 31, 2012 and 2011, respectively.

Pension Assets

As of December 31, 2012, IPL’s pension assetseamegnized at fair value in the determination of wetraccrued
pension obligation in accordance with the guiddiastablished in ASC 715 and ASC 820, which is ritesd
below. For a complete discussion of the impaceobgnizing pension assets at fair value, please tefNote 11,
“Pension and Other Postretirement Benéfits

Indebtedness

The fair value of our outstanding fixed rate ded been determined on the basis of the quoted batikes of the
specific securities issued and outstanding. Irageircumstances, the market for such securites imactive and
therefore the valuation was adjusted to considangas in market spreads for similar securities oAdiagly, the
purpose of this disclosure is not to approximagwhlue on the basis of how the debt might be aefied.

The following table shows the face value and tleviaue of fixed rate and variable rate indebtes$rfor the
periods ending:

December 31, 2012 December 31, 2011
Face Fair Face Fair
Value Value Value Value
(In Millions)
Fixed-rate $ 1,7653 $ 20123 $ 11,7653 $ 11,9449
Variable-rate 50.0 50.0 64.0 64.0
Total indebtedness $ 18153 $ 20623 $ 18293 $ 2,008.9

The difference between the face value and the iceymalue of this indebtedness represents unamedrtiiscounts
of $4.2 million and $5.0 million at December 31,120and December 31, 2011, respectively.

Fair Value Hierarchy

ASC 820 defined and established a framework forsmeag fair value and expands disclosures abouvéie
measurements for financial assets and liabilities are adjusted to fair value on a recurring baistBor financial
assets and liabilities that are measured at féirevan a nonrecurring basis, which have been aaljust fair value
during the period. In accordance with ASC 820, weehcategorized our financial assets and liakslitieat are
adjusted to fair value, based on the priority @& ithputs to the valuation technique, following theee-level fair
value hierarchy prescribed by ASC 820, as follows:

Level 1 - unadjusted quoted prices for identicakss or liabilities in an active market.

Level 2 - inputs from quoted prices in markets vehieading occurs infrequently or quoted pricesstruments
with similar attributes in active markets.

Level 3 - unobservable inputs reflecting managefewn assumptions about the inputs used in pritliegasset or
liability.

IPALCO had one financial asset measured at fairevah a nonrecurring basis, which has been ad]tstidr
value during the periods coved by this report duienpairment losses. In 2012, 2011 and 2010, werded
impairments on this nonutility investment of $0.0lion, $1.6 million and $1.2 million, respectivelgs the
investment was deemed to be other than temporerggired. In making this determination, we considieamong
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other things, the amount and length of time of iimpant of the individual investments held by thadwuas well as
the future outlook of such investments. Becausenbestment is not publicly traded and thereforesdoot have a
guoted market price, the impairment loss was baseaur best available estimate of the fair valuthef
investment, which included primarily unobservaldtmates (Level 3). The recorded value for thigbess $1.9
million at both December 31, 2012 and Decembe2811, respectively.

As of December 31, 2012 and 2011, all (excludingspen assets — see Note 1Retsion and Other Postretirement
Benefit§) of IPALCO'’s financial assets or liabilities maasd at fair value on a recurring basis were carsidl
Level 3, based on the fair value hierarchy. Thiofaing table presents those financial assets afulities:

Fair Value Measurements

Using Level 3 at

December 31, 2012

December 31, 2011

Financial assets:
Financial transmission rights

Total financial assets measured at fair value $

Financial liabilities:
Other derivative liabilities

Total financial liabilities measured at fair value $

(In Thousands)

$ 413 3 2,779
2,419 $ 2,779

$ 170 $ 181
170 % 181

The following table sets forth a reconciliationfisfancial instruments classified as Level 3 in thie value
hierarchy (note, amounts in this table indicateyiag values, which approximate fair values):

Derivative Financial

Instruments, net Investments in

Liability Debt Securities Total
(In Thousands)

Balance at January 1, 2011 $ (7,461) $ 41669 $ 4,228
Unrealized gain recognized in OCI - 331 331
Unrealized losses recognized in earnings (15) - (15)
Unrealized loss recognized as a regulatory ligbilit (5,095) - (5,095)
Issuances 8,085 - 8,085
Settlements 7,084 (42,000) (3891

Balance at December 31, 2011 $ 2598 $ - $ 2598
Unrealized gain recognized in earnings 11 - 11
Issuances 8,832 - 8,832
Settlements (9,192) - (9,192)

Balance at December 31, 2012 $ 2249 $ - $ 2249

Valuation Techniques

Financial Transmission Rights

In connection with IPL’s participation in MISO, the second quarter of each year IPL is grantedhdiiah
instruments that can be converted into cash omiginhTransmission Rights (“FTRs”) based on IPIdseicasted
peak load for the period. FTRs are used in the Mh&®ket to hedge IPL’s exposure to congestion @srghich
result from constraints on the transmission syst@in.converts all of these financial instrument®iRTRs. IPL’'s
FTRs are valued at the cleared auction prices Té&tsHin the MISO’s annual auction. Because of tfieequent
nature of this valuation, the fair value assigreethe FTRs is considered a Level 3 input undefahevalue
hierarchy required by ASC 820. An offsetting redoitg liability has been recorded as these revenuessts will
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be flowed through to customers through the FACs#ah, there is no impact on our Consolidated Stetésrof
Comprehensive Income.

6. REGULATORY ASSETS AND LIABILITIES

Regulatory assets represent deferred costs ort€tbdt have been included as allowable costsaalitsrfor
ratemaking purposes. IPL has recorded regulat@sta®r liabilities relating to certain costs aedits as authorized
by the IURC or established regulatory practiceadoordance with ASC 980. IPL is amortizing non tetated
regulatory assets to expense over periods rangimg f to 35 years. Tax-related regulatory assetesent the net
income tax costs to be considered in future regofgtroceedings generally as the tax-related ansoang paid.
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The amounts of regulatory assets and regulatdoilitias at December 31 are as follows:

2012 2011 Recovery Period

(In Thousands)
Regulatory Assets

Current:
Deferred fuel $ 1,332 $ 7,098 Through 2019
Environmental project costs 3,574 - Through 2013
DSM program costs - 326 Through 2012
Total current regulatory assets 4,906 7,424
Long-term:
Unrecognized pension and other
postretirement benefit plan costs 341,471 306,923 Various
Income taxes recoverable from
customers 44,259 49,52  Various
Deferred MISO costs 89,479 80,367 To be determirféd
Unamortized Petersburg Unit 4 carrying
charges and certain other costs 14,803 15,466 Through 2026
Unamortized reacquisition premium on
debt 27,510 29,086 Over agrng life of debt
Environmental project costs 5,935 4,545 Through 2021
Other miscellaneous 382 20 To be determirf@d
Total long-term regulatory assets 523,839 485,932
Total regulatory assets $ 528,745 $ 493,356
Regulatory Liabilities
Current:
FTR’s $ 2419 $ 2,779  hrdugh 2013Y
Fuel related 2,500 2,500 Through 2019
Environmental project costs - 3,984 Through 202
DSM program costs 5,556 - Through 2019
Total current regulatory liabilities 10,475 9,263
Long-term:
ARO and accrued asset removal costs 9,769 536,920 Not Applicable
Unamortized investment tax credit 5,307 6,370 Through 2021
Fuel related 5,277 7,142 To be determinét
Total long-term regulatory liabilities 570,344 550,432
Total regulatory liabilities $ 580,819 $ 559,695

@ Recovered (credited) per specific rate orders

@ Recovery is probable but timing not yet determined

@ Recovered with a current return

@ per IURC Order, offset MISO transmission expansiasts beginning October 2011

Deferred Fuel

Deferred fuel costs are a component of currentlaégiy assets and are expected to be recoveredgihfoture
FAC proceedings. IPL records deferred fuel in adance with standards prescribed by the FERC. Tfezred fuel
adjustment is the result of variances between estidifuel and purchased power costs in IPL's FA€Caatual fuel
and purchased power costs. IPL is generally pegthitt recover underestimated fuel and purchasee@ipoests in
future rates through the FAC proceedings and thesghe costs are deferred when incurred and aredrinto fuel
expense in the same period that IPL’s rates arestet] to reflect these costs. Deferred fuel wagalatory asset of
$1.3 million and $7.1 million as of December 3112@nd December 31, 2011, respectively. The deféusl asset
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decreased $5.8 million in 2012 as a result of IR&rging more for fuel than our actual costs tojatisdictional
customers.

Unrecognized Pension and Postretirement Benefit PliaCosts

In accordance with ASC 7I'®ompensation — Retirement Benefiatid ASC 980, we recognize a regulatory asset
equal to the unrecognized actuarial gains and $ossd prior service costs. Pension expenses asedestbased on
the benefit plan’s actuarially determined pensiahility and associated level of annual expensdsetoecognized.
The other postretirement benefit plan’s deferregkfiecost is the excess of the other postretirdrenefit liability
over the amount previously recognized.

Deferred Income Taxes

This amount represents the portion of deferredrimetaxes that we believe will be recovered thrdudlre rates,
based upon established regulatory practices, wiechit the recovery of current taxes. Accordingiys regulatory
asset is offset by a deferred tax liability anebpected to be recovered, without interest, oveperiod underlying
book-tax timing differences reverse and becomeetiitiaxes.

Deferred MISO Costs

These consist of administrative costs for transimmsservices, transmission expansion cost shaaimgd certain
other operational and administrative costs fromMh80O market. IPL received orders from the IURCttpanted
authority for IPL to defer such costs and seekvenpin a future basic rate case. Recovery of thests is
believed to be probable, but not certain. See RgtRegulatory Matters.”

Asset Retirement Obligation and Accrued Asset Rema¥ Costs

In accordance with ASC 715 and ASC 980, IPL, aleggd utility, recognizes the cost of removal comgat of its
depreciation reserve that does not have an assdd&gal retirement obligation as a deferred lighil his amount
is net of the portion of legal Asset Retirementi@dgions (“ARQ”) costs that is currently being rgeced in rates.

7. ASSET RETIREMENT OBLIGATIONS

ASC 410“Asset Retirement and Environmental Obligatiorsafdresses financial accounting and reportingefgall
obligations associated with the retirement of Idimgel assets that result from the acquisition, tmcsion,
development and/or normal operation. A legal obiggafor purposes of ASC 410 is an obligation thgiarty is
required to settle as a result of an existing ktatute, ordinance, written or oral contract ordbetrine of
promissory estoppel. ARO liability is included inddellaneous on the accompanying Consolidated BalSheets.

IPL’s ARO relates primarily to environmental issuegolving asbestos, ash ponds, landfills and nliseeous
contaminants associated with its generating plarsssmission system and distribution system. Dhewing is a
reconciliation of the ARO legal liability year ebalances:

2012 2011
(In Millions)
Balance as of January 1 $ 166 $ 15.6
Accretion Expense 1.0 1.0
Balance as of December 31 $ 176 $ 16.6

As of December 31, 2012 and 2011, IPL did not leveassets that are legally restricted for setitm@RO
liability.
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8. SHAREHOLDER'S EQUITY
Capital Stock

IPALCOQO's no par value common stock is pledged utles’ Amended and Restated Credit and Reimbursement
Agreement as well as AES’ Collateral Trust Agreetn&€here have been no changes to IPALCO'’s capibaks
balances during the three years ended Decemb@032,

Dividend Restrictions

IPL's mortgage and deed of trust and its amendedes of incorporation contain restrictions on I1®hbility to
issue certain securities or pay cash dividend$o&®as any of the several series of bonds of #8uéd under its
mortgage remains outstanding, and subject to cegtadeptions, IPL is restricted in the declaratod payment of
dividends, or other distribution on shares of #@pital stock of any class, or in the purchase demgption of such
shares, to the aggregate of its net income, aratbfn the mortgage, after December 31, 1939. firwuat which
these mortgage provisions would have permittedttPdeclare and pay as dividends at December 32,201
exceeded IPL’s retained earnings at that dateddiitian, pursuant to IPL’s articles, no dividendaybe paid or
accrued and no other distribution may be made batsIEommon stock unless dividends on all outstagdihares of
IPL preferred stock have been paid or declaredsahdpart for payment.

IPL is also restricted in its ability to pay diviugs if it is in default under the terms of its dtedyreement, which
could happen if IPL fails to comply with certainvemants. These covenants, among other things,restiRli to
maintain a ratio of total debt to total capitalizatnot in excess of 0.65 to 1, in order to paydénds. As of
December 31, 2012 and as of the filing of this red@L was in compliance with all financial covertiaand no
event of default existed.

Cumulative Preferred Stock of Subsidiary

IPL has five separate series of cumulative prefesteck. Holders of preferred stock are entitleceteive
dividends at rates per annum ranging from 4.0%@6%. During each year ended December 31, 2012, 26d
2010, total preferred stock dividends declared € million. Holders of preferred stock are detitto two votes
per share for IPL matters, and if four full qualstetividends are in default on all shares of thef@ired stock then
outstanding, they are entitled to elect the smiatlamber of IPL directors to constitute a majoafylPL’s board of
directors. Based on the preferred stockholderditalbd elect a majority of IPL’s board of directoin this
circumstance, the redemption of the preferred shiareonsidered to be not solely within the contfithe issuer
and the preferred stock was considered temporanyeand presented in the mezzanine level of thted
consolidated balance sheets in accordance witretbeant accounting guidance for non-controllingiasts and
redeemable securities. IPL has issued and outsiguadi0,000 shares of 5.65% Preferred Stock, whiemaw
redeemable at par value, subject to certain réstnig, in whole or in part. Additionally, IPL hag 853 shares of
preferred stock which are redeemable solely abfion of IPL and can be redeemed in whole or it gbany time
at specific call prices.
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At December 31, 2012, 2011 and 2010, preferredkstonsisted of the following:

December 31, 2012

December 31,

Shares

Outstanding Call Price

2012 2011 2010

Par Value, plus premium, if applicable

Cumulative $100 par value,
authorized 2,000,000 shares

118.00
103.00
103.00
101.00

100.00

(In Thousands)

$ 5410 $ 5410 $ 5,410

1,933 1,933 1,933
248 248 248
2,193 2,193 2,193
50,000 50,000 50,000

4% Series 47,611 $
4.2% Series 19,331
4.6% Series 2,481
4.8% Series 21,930
5.65% Series 500,000
Total cumulative preferred stock 591,353

$ 59784 $ 59,784 $ 59,784

9. INDEBTEDNESS

Restrictions on Issuance of Debt

All of IPL’s long-term borrowings must first be amved by the IURC and the aggregate amount of IBh&at-
term indebtedness must be approved by the FERCh#Blapproval from FERC to borrow up to $500 nillad
short-term indebtedness outstanding at any timmugir July 28, 2014. As of December 31, 2012, IRb &las
remaining authority from the IURC to, among othHengs, issue up to $135 million in aggregate ppatamount
of long-term debt and refinance up to $110 milliorexisting indebtedness through December 31, 2818 to have
up to $250 million of long-term credit agreements &quidity facilities outstanding at any one timiEL also has
restrictions on the amount of new debt that maisbeed due to contractual obligations of AES andirfgncial
covenant restrictions under our existing debt @tians. Under such restrictions, IPL is generdligveed to fully
draw the amounts available on its credit faciligfinance existing debt and issue new debt apprbyate IURC

and issue certain other indebtedness.

Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawédarrow
money or refinance existing indebtedness are &ffielsy our credit ratings. In addition, the applieabterest rates
on IPL’s credit facility (as well as the amountagftain other fees on the credit facility) are defsnt upon the
credit ratings of IPL. Downgrades in the creditrrgs of AES could result in IPL’s and/or IPALCO’sedit ratings

being downgraded.
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Long-Term Debt

The following table presents our long-term indehtess:

December 31,
Series Due 2012 2011
(In Thousands)

IPL First Mortgage Bonds (see below):

6.30% July 2013 $ 110,008 110,000
4.9094? January 2016 30,000 30,000
4.9094? January 2016 41,850 41,850
4.9094? January 2016 60,000 60,000
5.40%4 August 2017 24,650 24,650
3.875% August 2021 55,000 55,000
3.875% August 2021 40,000 40,000
4559 December 2024 40,000 40,000
6.60% January 2034 100,000 100,000
6.05% October 2036 158,800 158,800
6.60% June 2037 165,000 165,000
4.875% November 2041 140,000 140,000
Unamortized discount — net (1,096) (1,125)
Total IPL first mortgage bonds 964,204 964,175
Total Long-term Debt — IPL 964,204 964,175
Long-term Debt — IPALCO:
7.25% Senior Secured Notes April 2016 400,000 400,000
5.00% Senior Secured Notes May 2018 400,000 400,000
Unamortized discount — net (3,084) (3,859)
Total Long-term Debt — IPALCO 796,916 796,141
Total Consolidated IPALCO Long-term Debt 1,760 1,760,316
Less: Current Portion of Long-term Debt 0,0D0 -
Net Consolidated IPALCO Long-term Debt $ 1,651,120% 1,760,316

@ First Mortgage Bonds are issued to the city of Reteg, Indiana, to secure the loan of proceeds frarious tax-exempt
instruments issued by the city.

First Mortgage Bonds are issued to the Indianarfeduthority, to secure the loan of proceeds ftbentax-exempt
bonds issued by the Indiana Finance Authority.

@

IPL First Mortgage Bonds and Indiana Finance AutlhoBond Issuances

The mortgage and deed of trust of IPL, togethehn Wit supplemental indentures thereto, securdrtarfortgage
bonds issued by IPL. Pursuant to the terms of thegage, substantially all property owned by IPkubject to a
first mortgage lien securing indebtedness of $96filBon as of December 31, 2012. The IPL first tgage bonds
require net earnings as calculated thereunder leastttwo and one-half times the annual intelegtirements
before additional bonds can be authenticated obdbkes of property additions. IPL was in compliangé such
requirements as of December 31, 2012.

In September 2011, the Indiana Finance Authorgyesl on behalf of IPL an aggregate principal amot$65.0
million of 3.875% Environmental Facilities ReverBends Series 2011A (Indianapolis Power & Light Camp
Project) due August 2021 and an aggregate prineipaiunt of $40.0 million of 3.875% Environmentathities
Refunding Revenue Bonds Series 2011B (Indianapaiiger & Light Company Project) due August 2021. IPL
issued $95.0 million aggregate principal amourfiref mortgage bonds to the Indiana Finance Authai 3.875%
to secure the loan of proceeds from these twossefibonds issued by the Indiana Finance Authofitpceeds of
these bonds were used to retire $40.0 million adterg 5.75% IPL first mortgage bonds, and for tbhastruction,
installation and equipping of pollution control figees, solid waste disposal facilities and indiedtdevelopment
projects at IPL's Petersburg generating station.
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In November 2011, IPL issued $140 million aggregatecipal amount of 4.875% first mortgage bonds du
November 2041. Net proceeds from this offering vagrproximately $138.2 million, after deducting thitial
purchasers’ discount and fees and expenses fafféreng payable by IPL. The net proceeds fromdffering
were used to finance the redemption of the foll@nontstanding indebtedness, including redempti@mpims of
$1.6 million and to pay related fees and expenses:

*  $40.0 million aggregate principal amount of they@if Petersburg, Indiana Pollution Control Refurgdin
Revenue Bonds Adjustable Rate Tender Securiti@gH $eries, Indianapolis Power & Light Company
Project (“1995B Bonds”), variable rate, due 2023;

*  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal
Revenue Bonds, 1994A Series, Indianapolis PowerghtlCompany Project, 5.90% Series, due 2024;

*  $30.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1995C Series, Indianapolis Power & Light @any Project, 5.95% Series, due 2029;

*  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1996 Series, Indianapolis Power & Light CampProject, 6.375% Series, due 2029; and

«  $17.35 million aggregate principal amount of thdiéma Development Finance Authority’s Exempt
Facilities Revenue Refunding Bonds, Series 1998ahapolis Power & Light Company Project, 5.95%
Series, due 2030.

In addition, IPL used $10.0 million of the net peeds to partially fund a $12.6 million terminatipelyment on the
interest rate swap related to the 1995B Bonds iveNtdber 2011. In accordance with ASC 980, the istawde
swap termination payment is being amortized to rgpever the term of the newly issued debt.

In the third quarter of 2012, we reclassified $bdilion aggregate principal amount of 6.30% IPLsfimortgage
bonds due July 2013 frolrong-term debto Short-term debon our Consolidated Balance Sheet as the debiis no
due within one year. Management plans to refindhese bonds in 2013 with a new long-term issuancne
unlikely event that we are unable to refinanceehssnds on acceptable terms using a long-termnssydPL has
available borrowing capacity on its revolving ciddcility that could be used to satisfy the obliga.

IPALCO's Senior Secured Notes

In May 2011, IPALCO completed the sale of $400 imillof 5.00% Senior Secured Notes due May 1, 20A&18
IPALCO Notes”) pursuant to Rule 144A and Regulat®uander the Securities Act of 1933, as amendee.ZDA8
IPALCO Notes were issued pursuant to an IndentatecdiMay 18, 2011, by and between IPALCO and The&Ba
of New York Mellon Trust Company, N.A., as trustéhese notes were subsequently exchanged for ne@s wnith
identical terms and like principal amounts, whickrevregistered with the Securities and Exchangerfiiesion
pursuant to a registration statement on Form S-deneffective in November 2011. In connection witis t
issuance, IPALCO conducted a tender offer to rémse for cash any and all of IPALCO’s then outsten®375
million of 8.625% (original coupon 7.625%) SeniacBred Notes due November 14, 2011 (“2011 IPALCO
Notes”). As a result, IPALCO no longer has indebess with an interest rate that changes due tagelsan its
credit ratings. Additionally, IPALCO no longer hasy debt with financial ratio maintenance covenaaithough
its articles of incorporation continue to contdie same financial ratios restricting dividend pagteend
intercompany loans to AES as were included in EIAPALCO Notes.

The 2018 IPALCO Notes were priced to the publi®®&B27% of par. Net proceeds to IPALCO were $394.7
million after deducting underwriting costs and thecount. These costs and other related finanastsare being
amortized through 2018 using the effective intenesthod. We used the net proceeds to repurchaséthb
outstanding 2011 IPALCO Notes through the tendfara@ind to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered in the second quart@04flL. A portion of the proceeds was also used yalmaearly
tender premium of $14.4 million and other fees axgenses related to the tender offer and the retitwmpf the
2011 IPALCO Notes, as well as other fees and exgeeredated to the issuance of the 2018 IPALCO Ndtes
total loss on early extinguishment of debt of $1/ilion was included as a separate line item witBther Income
and (Deductions) in the accompanying audited Caaesteld Statements of Comprehensive Income.

The 2018 IPALCO Notes are secured by IPALCO’s péedball of the outstanding common stock of IPLeTien
on the pledged shares is shared equally and ratatiiyPALCO’s existing senior secured notes. IPALBas
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entered into a Pledge Agreement Supplement withBiark of New York Mellon Trust Company, N.A., as
Collateral Agent, dated May 18, 2011 to the Plefigeeement between IPALCO and The Bank of New York
Mellon Trust Company, N.A. as successor CollatAgegnt dated November 14, 2001.

Accounts Receivable Securitization

IPL formed IPL Funding Corporation (“IPL Fundingt) 1996 as a special-purpose entity to purchassvailes
originated by IPL pursuant to a receivables puretegeement between IPL and IPL Funding. IPL Fundiro
entered into a sale facility as defined in the &dcAmended and Restated Receivables Sale Agreedatat as of
June 25, 2009, among IPL, IPL Funding Corporatasithe Seller, Indianapolis Power & Light Compaas/the
Collection Agent, Royal Bank of Scotland plc, as &gent, the Liquidity Providers and Windmill Fundi
Corporation (“Receivables Sale Agreement”), whicitumed as extended on October 24, 2012. On Ocg&sher
2012, under an amended and restated sale agreewhéstt, matures on October 21, 2013, Citibank, Nad its
affiliate, CRC Funding, LLC, replaced The Royal Bari Scotland plc and Windmill Funding Corporatias Agent
and Investor, respectively. The terms of the neargyement to IPL are substantially the same asfttae
previous arrangement. The Agent and Investor dibliely, are referred to as the “Purchasers.” Purst@the terms
of the Receivables Sale Agreement, the Purchagese #o purchase from IPL Funding, on a revolviagi
interests in the pool of receivables purchased fiimup to the lesser of (1) an amount determinadyeant to the
sale facility that takes into account certain dlilifly requirements and reserves relating to tleereables, or (2) $50
million. That amount was $50 million as of DecemB#&r 2012 and December 31, 2011. As collectionsaed
accounts receivable included in the pool, IPL Fogdiells ownership interests in additional recdeslacquired
from IPL to return the ownership interests soldh® maximum amount permitted by the sale facil®. Funding

is included in the Consolidated Financial StatemeftPALCO.

IPL retains servicing responsibilities in its ralg collection agent on the amounts due on thersoklvables. Per
the terms of the purchase agreement IPL Funding [#2ly $0.6 million annually in servicing fees. Als
accordance with the purchase agreement, the rédessare purchased from IPL at a discounted 1fa8e586 as of
December 31, 2012 facilitating IPL Funding’s alilib pay its expenses such as the servicing feeribed above.
No servicing asset or liability is recorded since $ervicing fee paid to IPL approximates a markit. However,
the Purchasers assume the risk of collection opthehased receivables without recourse to IPhénavent of a
loss.

The total fees paid to the Purchasers recognizetlesales of receivables were $0.6 million, $0iléan and $0.9
million for the years ended December 31, 2012, 24xid 2010, respectively. These amounts were indlid®ther
interest on the Consolidated Statements of Compesébe Income.

IPL and IPL Funding have indemnified the Purchaseran after-tax basis for any and all damagesegslaims,
etc., arising out of the facility, subject to cémthmitations defined in the Receivables Sale Agnent, in the event
that there is a breach of representations and nw#ésamade with respect to the purchased receisalld/or certain
other circumstances as described in the ReceivaalesAgreement.

Under the sale facility, if IPL fails to maintaincartain debt-to-capital ratio, it would constitatétermination
event.” As of December 31, 2012, IPL was in compl@with such covenant.

In the event that IPL’s long-term senior unsecunesdlit rating falls below BBB- at S&P and Baa3 atddy’s
Investors Service, the facility agent has the ghbib (i) replace IPL as the collection agent; éiijddeclare a “lock-
box” event. Under a lock-box event or a terminatwent, the facility agent has the ability to reguall proceeds of
purchased receivables of IPL to be directed to-lomk accounts within 45 days of notifying IPL. Ar@nation
event would also (i) give the facility agent theiop to take control of the lock-box account, aigddive the
Purchasers the option to discontinue the purchiadditional interests in receivables and causpraiteeds of the
purchased interests to be used to reduce the Bamthinvestment and to pay other amounts oweled’tirchasers
and the facility agent. This would have the effgfateducing the operating capital available to BBLthe aggregate
amount of such purchased interests in receivaBE3 illion as of December 31, 2012).
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Line of Credit

In December 2010, IPL entered into a $250 milliosecured revolving credit facilities credit agreetrighe
“Credit Agreement”) with a syndication of banks.eT@redit Agreement originally included two fac#ii (i) a
$209.4 million committed line of credit for letten$ credit, working capital and general corporateppses and (ii)
a $40.6 million liquidity facility, which was dedited for the sole purpose of providing liquidity &®rtain variable
rate unsecured debt issued on behalf of IPL. Assalr of the November 2011 IPL financing activigsdribed
above, the credit agreement was amended in Feb2042/to eliminate the $40.6 million liquidity féity and to
increase the committed line of credit for lettefsmdit, working capital and general corporatepmses by the
same amount resulting in one facility in the amafr$250 million. The Credit Agreement matures acBmber
14, 2015 and bears interest at variable ratesfazeddan the Credit Agreement. Prior to executidti, and

IPALCO had existing general banking relationshipgthe parties in this agreement. As of Decemider2®12 and
2011, IPL had $0.0 million and $14.0 million outsd&ng borrowings on the committed line of credéspectively.

Debt Maturities

Maturities on long-term indebtedness subsequebetember 31, 2012, are as follows:

Year Amount

(In Thousands)
2013 $ 110,000

2014 -

2015 -
2016 531,850
2017 24,650
Thereafter 1,098,800
Total $ 1,765,300

10. INCOME TAXES

IPALCO follows a policy of comprehensive interpetimcome tax allocation. Investment tax creditated to
utility property have been deferred and are beingréized over the estimated useful lives of thatesl property.

AES files federal and state income tax returns ticiznsolidate IPALCO and its subsidiaries. Und&xasharing
agreement with AES, IPALCO is responsible for theoime taxes associated with its own taxable incanade
records the provision for income taxes as if IPAL&M@ its subsidiaries each filed separate incomectairns.
IPALCO is no longer subject to U.S. or state incdmeexaminations for tax years through March Q12 but is
open for all subsequent periods.

On May 10, 2011, the state of Indiana enacted HBilt&004, which phases in over four years a 2%ucion to
the state corporate income tax rate. Upon enactoféhe law in the second quarter of 2011, anahadjustment to
the deferred tax balances was recorded accorditigetanticipated reversal of temporary differenteshe fourth
quarter of each tax year until the tax rate becdimaswith the 2016 tax year, the reversal of thmporary
differences is to be re-evaluated and the apprgpaidjustment to the deferred tax balances is ret@ded. The
change in required deferred taxes on plant and-pédated temporary differences for 2012 tax yeaevaluation
resulted in a reduction of the associated regulasset of $0.9 million. The change in requirecedef taxes on
non-property related temporary differences whighraot probable to cause a reduction in future bastomer rates
resulted in a tax benefit of $0.2 million in 20The statutory state corporate income tax rateh&l?.75% for
2013.

In December 2011, the Internal Revenue Serviceighdd regulations (T.D. 9564) under Internal ReeeGode
Section 263(a) on the deduction and capitalizadfoexpenditures related to tangible property. Thregeilations are
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applicable to taxable years beginning on or afwuary 1, 2014 (as amended, IRS Announcement 2DM'e& are
evaluating the application of these tax provisiaiich may significantly change the timing of futuneome tax
payments.

The following is a reconciliation of the beginniagd ending amounts of unrecognized tax benefitthiyear
ended December 31, 2012, 2011 and 2010:

2012 2011 2010
(In Thousands)

Unrecognized tax benefits at January 1 $ 5,354 $ 4,757 $ 7,947
Gross increases — current period tax positions 997 753 753
Gross decreases — prior period tax positions (213) (156) (3,943)

Unrecognized tax benefits at December 31 $ 6,138 $ 5,354 $ 4,757

The unrecognized tax benefits at December 31, 2@p2esent tax positions for which the ultimateudsiility is
highly certain but for which there is uncertainboat the timing of such deductibility. Becauselsd tmpact of
deferred tax accounting, other than interest amélties, the timing of the deductions will not afféhe annual
effective tax rate but would accelerate the taxypayts to an earlier period.

Tax-related interest expense and income is repatqhrt of the provision for federal and stat®ine taxes.
Penalties, if incurred, would also be recognized asmponent of tax expense. The income tax prvisicludes
interest expense/(income) of ($0.0 million), ($Million), and $(0.7 million) million for the yeaended December
31, 2012, 2011 and 2010, respectively.

Federal and state income taxes charged to incoenasaiollows:

2012 2011 2010
(In Thousands)

Charged to utility operating expenses:
Current income taxes:

Federal $ 55201 $ 54,377 $ 61,999
State 16,641 16,539 18,818
Total current income taxes 71,842 70,916 80,817
Deferred income taxes:
Federal (3,285) (5,027) (4,697)
State 204 (1,608) 1,539
Total deferred income taxes (3,081) (6,635) (3,158)
Net amortization of investment credit (1,599) @y (1,720)
Total charge to utility operating expenses 67,162 62,609 75,939

Charged to other income and deductions:
Current income taxes:

Federal (15,646) (19,639) (19,239)
State (4,127) (5,255) (5,291)
Total current income taxes (19,773) (24,894) (24,530)
Deferred income taxes:
Federal 251 (476) (692)
State 59 (106) (188)
Total deferred income taxes 310 (582) (880)
Net credit to other income and deductions (19,463) (25,476) (24,510)

Total federal and state income tax provisions $ 47,699 $ 37,133 $ 50,529
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The provision for income taxes (including net irtmesnt tax credit adjustments) is different thanaheunt
computed by applying the statutory tax rate togeémcome. The reasons for the difference, stateal@ercentage
of pretax income, are as follows:

2012 2011 2010

Federal statutory tax rate 35.0% 35.0% 35.0%
State income tax, net of federal tax benefit 72 76 717
Amortization of investment tax credits (1.4) (1.8) (1.4)
Preferred dividends of subsidiary 1.0 1.2 0.9
Depreciation flow through and amortization 1.4 1.3 05
Manufacturers’ Production Deduction (Sec. 199) (3.7) (3.5) (3.4)
Change in tax reserves 0.0 0.0 (0.3)
Other — net 14 0.4 0.7
Effective tax rate 409% 39.3% 39.7%

Internal Revenue Code Section 199 permits taxpagestaim a deduction from taxable income attrilblgao
certain domestic production activities. IPL’s etecproduction activities qualify for this deduatioThe deduction
was equal to 9% of qualifying production activitgginning in 2010 and thereafter. The tax benefibemted with
the Internal Revenue Code Section 199 domesticystamh deduction for 2011 and 2010 was $3.1 milkmal $4.3
million, respectively. The benefit for 2012 is estited to be $4.3 million.

The significant items comprising IPALCO’s net acauated deferred tax liability recognized on theisad
Consolidated Balance Sheets as of December 31,&@12011, are as follows:

2012 2011
(In Thousands)

Deferred tax liabilities:

Relating to utility property, net $ 4837 $ 483,26
Regulatory assets recoverable through future rates 197,909 181,593
Other 12,674 15,117
Total deferred tax liabilities 686,100 679,971

Deferred tax assets:
Investment tax credit 3,216 3,855
Regulatory liabilities including ARO 229,025 220,491
Employee benefit plans 114,420 106,243
Other 8,389 10,573
Total deferred tax assets 355,050 341,162
Accumulated net deferred tax liability 331,050 338,809
Less: Net current deferred tax asset (10,809) (12,352)
Accumulated deferred income taxes — net $ 341,85! $ 351,16
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11. PENSION AND OTHER POSTRETIREMENT BENEFITS

Approximately 85% of IPL’s active employees are@®d by the Employees’ Retirement Plan of Indiafliapo
Power & Light Company (“Defined Benefit PensioniiP)aas well as the Employees’ Thrift Plan of Indagolis
Power & Light Company (“Thrift Plan”). The Defindgenefit Pension Plan is a qualified defined berpéin,
while the Thrift Plan is a qualified defined cobtrtion plan. The remaining 15% of active employaescovered
by the AES Retirement Savings Plan. The AES Regr@ravings Plan (“RSP”) is a qualified definedtdbation
plan containing a profit sharing component. All aarion new hires are covered under the RSP, whikrhational
Brotherhood of Electrical Workers (“IBEW") physicahit union new hires are covered under the DefBedefit
Pension Plan and Thrift Plan. Beginning in 200 \B clerical-technical unit new hires are no longevered
under the Defined Benefit Pension Plan but do wecanh annual lump sum company contribution intoTtheft
Plan. This lump sum is in addition to the IPL mad¢hparticipant contributions up to 5% of base cengation. The
Defined Benefit Pension Plan is noncontributory enfiinded through a trust. Benefits are basedagh endividual
employee’s pension band and years of service agsegpto their compensation. Pension bands are Ipaisealily
on job duties and responsibilities.

Additionally, a small group of former officers atitkir surviving spouses are covered under a fundedqualified
Supplemental Retirement Plan of Indianapolis Pa&kight Company (“Supplemental Retirement Plan"hel
total number of participants in the plan as of Delser 31, 2012 was 26. The plan is closed to neticgzants.

In addition, IPL provides postretirement healthechenefits to certain active or retired employeesthe spouses
of certain active or retired employees. Approxirhale33 active employees and 71 retirees (includipguses) were
receiving such benefits or entitled to future béeefs of January 1, 2012. The plan is unfundeés&h
postretirement health care benefits and the relaidéigation were not material to the consolidatedricial
statements in the periods covered by this report.
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The following table presents information relatingtie Pension Plans:

Pension benefits
as of December 31,
2012 2011

(In Thousands)

Change in benefit obligation:
Projected benefit obligation at beginning M easurgniate (see below)
$ 679,261 $ 607,40¢

Service cost 7,986 7,23¢
Interest cost 30,232 31,82¢
Actuarial (gain) loss 69,099 62,581
Amendments (primarily increases in pension bands) 7,349 82
Benefits pai (30,327 (29,878
Projected benefit obligation at ending M easurenite 763,600 679,261

Change in plan assets:

Fair value of plan assets at beginning M easureDatg 426,384 412,611
Actual return on plan assets 50,713 6,30%
Employer contributions 48,312 37,34t
Benefits pai (30,327 (29,877

Fair value of plan assets at ending Measuremerg Dat 495,082 426,38¢

Funded status $(268,518) $(252,877)

Amounts recognized in the statement of financial gition under

ASC 715:

Current liabilities $ - %
Noncurrent liabilities (268,518) (252,877)

Net amount recognized $(268,518) $(252,877)

Sources of change in regulatory assets
Prior service cost (credit) arising during period #¥,350 $ 82
Net loss (gain) arising during period 50,938 8,480
Amortization of prior service (cost) credit 4,246) (4,346)
Amortization of gain (loss) (19,471) (13,306)

Total recognized in regulatory assefd $ 34,571 $ 70,88(

Total amounts included in accumulated other conmgirelve income
(loss) NA(1) NA(2)

Amounts included in regulatory assets and liabilites®:

Net loss (gain) $ 314,557 $ 283,08¢
Prior service cost (cred 33,83¢ 30,732
Total amounts included in regulatory assets (liabities) $ 348,393 $ 313,821

@ Represents amounts included in regulatory askalditjes) yet to be recognized as
components of net prepaid (accrued) benefit costs.

82



Effect of ASC 715

ASC 715 requires a portion of pension and othetrptisement liabilities to be classified as currkalilities to the
extent the following year's expected benefit paytaeme in excess of the fair value of plan asget®ach Pension
Plan has assets with fair values in excess ofdl@fing year's expected benefit payments, no anmhave been
classified as current. Therefore, the entire nedwarhrecognized in IPALCO’s Consolidated Balance&t$ of
$268.5 million is classified as a long-term liatyili

Information for Pension Plans with a benefit obligaion in excess of plan assets

Pension benefits
as of December 31,

2012 2011
(In Thousands)
Benefit obligation $ 763,600 $ 679,261
Plan assets 495,082 426,384
Benefit obligation in excess of plan assets $68,218 $ 252,877

IPL’s total benefit obligation in excess of plasets was $268.5 million as of December 31, 2018{$¥2million
Defined Benefit Pension Plan and $1.5 million Seppntal Retirement Plan).

Information for Pension Plans with an accumulated knefit obligation in excess of plan assets

Pension benefits
as of December 31,

2012 2011
(In Thousands)
Accumulated benefit obligation $ 7465542 $ 664,212
Plan assets 495,082 426,384

Accumulated benefit obligation in excess of plasets $ 251460 $ 237,828

IPL’s total accumulated benefit obligation in exses$ plan assets was $251.5 million as of Decerg@bheP012
($250.0 million Defined Benefit Pension Plan ands$illion Supplemental Retirement Plan).

Pension Benefits and Expense

The Pension Plans incurred a net actuarial 102912 of $50.9 million, comprised of two parts (n€t) $18.2
million of pension asset actuarial gain, whichiisnarily due to the higher than expected returrassets in 2012,
and (2) $69.1 million of pension liability actudriass, which is primarily due to a decrease indiegeount rate that
is used to value pension liabilities. The Pensiam®have a cumulative unrecognized net loss o $3dillion,
which has accumulated over time primarily due ®Ilting-term declining trend in corporate bond rattes lower
than expected return on assets during the year, 20@8the adoption of new mortality tables whictr@ased the
expected benefit obligation due to the longer etguktives of participants, since ASC 715 was adibpide
unrecognized net loss, to the extent that it exsd®86 of the greater of the benefit obligationtar &ssets, will be
amortized and included as a component of net piertmehefit cost in future years. The amortizatienigd is
approximately 10.4 years based on estimated dempbigrdata as of December 31, 2012. The projectadfite
obligation of $763.6 million, less the fair valukassets of $495.1 million results in a fundedustatf ($268.5
million) at December 31, 2012.
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Pension benefits for
years ended December 31,
2012 2011 2010
(In Thousands)

Components of net periodic benefit cost:

Service cost $ 7,98! $ 723 % 6,59(
Interest cost 30,232 31,828 31,577
Plan settlements - - 204
Expected return on plan assets (32,554) (32,168) (29,250)
Amortization of prior service cost 4,246 4,346 3,476
Recognized actuarial loss 19,471 13,306 11,838
Total pension cost 29,381 24,546 24,435
Less: amounts capitalized 2,497 2,258 2,321
Amount charged to expense $ 26,88 $ 2228 $ 22,11
Rates relevant to each year’'s expense calculations:
Discount rate — defined benefit pension plan 4.56% 5.38% 5.93%
Discount rate — supplemental retirement plan 4.37% 5.09% 5.27%/5.08%%
Expected return on defined benefit pension plartass 7.50% 7.75% 8.00%
Expected return on supplemental retirement plaetgass 7.50% 7.75% 8.00%

W 5.27% for the period January 1, 2010 through MBy2®10, 5.08% for the settlement on May 31, 2Qidthe
period June 1, 2010 through December 31, 2010.

Pension expense for the following year is deterchime of the December 3ineasurement date based on the fair
value of the Pension Plans’ assets, the expectedtym rate of return on plan assets and a discatemused to
determine the projected benefit obligation. In lelshing our expected long-term rate of return agstion, we
consider historical returns, as well as, the exqub@iiture weighted-average returns for each atzed based on the
target asset allocation. For 2012, pension expeasadetermined using an assumed long-term ratetufrron plan
assets of 7.50%. As of the December 31, 2012 meemunt date, IPL decreased the discount rate fr66%4 1o
3.80% for the Defined Benefit Pension Plan and efesed the discount rate from 4.37% to 3.41% for the
Supplemental Retirement Plan. The discount ratenggson affects the pension expense determinedGas. In
addition, IPL decreased the expected long-termafteturn on plan assets from 7.50% to 7.25% #ffedJanuary
1, 2013. The expected long-term rate of returnrapsion affects the pension expense determinedGaB2The
effect on 2013 total pension expense of a 25 lpmsig increase and decrease in the assumed disatens ($1.7
million) and $1.8 million, respectively. The effemt 2013 total pension expense of a 100 basis puirgase and
decrease in the expected long-term rate of retamplan assets is ($5.3 million) and $5.3 milliosspectively.

Expected amortization
The estimated net loss and prior service costiiPension Plans that will be amortized from tlyailatory asset
into net periodic benefit cost over the 2013 plaaryare $22.7 million and $4.9 million, respectv@efined

Benefit Pension Plan of $22.6 million and $4.9 imil| respectively; and the Supplemental Retirerfdan of $0.1
million and $0.0 million, respectively).
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Pension Assets

Fair Value Measurements

Fair value is defined under ASC 820 as the prie¢ Would be received to sell an asset or paidataster a liability
in an orderly transaction between market partidipanhthe measurement date (i.e., an exit pride).fair value
hierarchy prioritizes the inputs to valuation teicjues used to measure fair value. The hierarchgsgire highest
priority to unadjusted quoted prices in active negslfor identical assets and liabilities (Levehh}l the lowest
priority to unobservable inputs (Level 3) as disagsin Note 2. IPL had a transfer of pension asgifisa fair
value of $20.6 million from Level 1 to Level 2 induary 2011. There were no transfers of pensicetabstween
Level 1 and Level 2 in 2012. IPL’s policy regardiasgset transfers is to record the transfer onrémester date.

Purchases and sales of securities are recordedradeadate basis. Interest income is recordecuared. Dividends
are recorded on the ex-dividend date. Net appieni@cludes the Plan’s gains and losses on investsnbought
and sold, as well as held, during the year.

Following is a description of the valuation methlmdpes used for each major class of assets anditlied
measured at fair value:

e Other than common/collective trust funds, hedgaeléuand non U.S. government fixed income securities,
all the Plan’s investments are actively traded owmpen market and are categorized as Level 1 ifiaihe
value hierarchy.

« All of the Plan’s hedge funds report the net asatite (NAV) from the funds audited financial statarts
of the Plan’s interest based on the fair valuehefliedge funds’ underlying investments as detemhine
accordance with the American Institute of Certiffedblic AccountantsAccounting and Auditing Guide
for Investment Companies

* Investments in hedge funds are valued using therghble NAV of the Plan’s interest as of Decemhkr 3
2012, provided by the underlying hedge fund. ThenPhay redeem its ownership interests in hedgesfund
at NAV, with 60 days’ notice, on either quarterlysemiannual terms.

* The Plan’s investments in common/collective trughds are valued at the NAV of the units of the
common/collective trust funds held by the Plan atryend. The Plan may redeem its units of the
common/collective trust funds at NAV daily. Thes@Ws have been determined based on the market
value of the underlying equity securities held iy tommon/collective trust funds.

* The Plan’s investments in corporate bonds are ddioen third-party pricing sources but they genlgrdb
not represent transaction prices for the identsealurity in an active market nor does it represkia
obtained from an exchange.

e The Fund’s investments in hedge funds, commonicible trust funds and non U.S. government fixed
income securities have been recorded at fair vahageare all categorized as Level 2 investmentherfdir
value hierarchy.

The primary long-term investment objective of manggension assets is to achieve a total returalgquor
greater than the weighted average targeted rattuwh (see table below). Additional objectiveduae
maintenance of sufficient income and liquidity fypetirement benefits, as well as, a long-ternmuatined rate of
return (net of relevant fees) that meets or excdeslassumed targeted rate. In order to achiese thiejectives, the
plan seeks to achieve a long-term above-averagergitirn consisting of capital appreciation arzbime. Though
it is the intent to achieve an above-average rethat intent does not include taking extraordindgsi¢s or engaging
in investment activities not commonly considereddant. In times when the securities markets dematest
uncommon volatility and instability, it is the imteto place more emphasis on the preservationio€ipal. Please
refer to the table below for more detailed inforimatconcerning the target allocations, allocatianges, expected

85



annual return, and expected standard deviatioheo&pplicable pension asset categories. The explxtg-term
rate of return on pension assets is based on suegsions in the table below.

The investment management of the pension assetsaaraged with the following asset allocation guitks:

Lower Target Upper
Limit Allocation Limit Return (2) Risk (3)
Liability Hedging Portfolio (1)
Liability Manager Fixed Income 10.0% 16.0% 40.0% 5.3% 6983.
Core Fixed Inocme 10.0% 16.0% 22.0% 5.4% 3.8%
Growth Portfolio
High Yield Fixed Income 3.0% 8.0% 13.0% 8.9% 9.5%
U.S. Large Cap Equity 20.0% 30.0% 40.0% 10.4% 15.4%
U.S. Mid Cap Equity 2.5% 5.0% 7.5% 11.2% 17.1%
U.S. Small Cap Equity 2.5% 5.0% 7.5% 12.0% 19.9%
International Equity 5.0% 10.0% 15.0% 10.3% 17.7%
REIT 0.0% 5.0% 10.0% 10.4% 18.8%
Hedge Funds (4) 0.0% 5.0% 10.0% 9.3% 8.4%

(1) Upper Limit for all assets held in the LiatyilHedging Portfolio is 40%
(2) BExpected long-term annual return

(3) Bxpected standard deviation

(4) Alternative investments (combined) not to etd0%

86



The fair values of the pension plan assets at DeeeB1, 2012, by asset category are as follows:

Fair Value Measurements at
December 31, 2012 (in thousands)

Quoted Prices in  Significant
Active Markets for ~ Observable
Identical Assets Inputs
Asset Category Total (Level 1) (Level 2) %
Cash and Cash Equivalents $ 42,139 % 42,139 $ - 9%
Equity Securities:
Common stock 96,347 96,347 - 19%
REIT 22,330 22,330 - 5%
Fixed Income Securities:
Government debt securities 25,170 25,170 - 5%
Corporate debt securities 148,553 - 148,553  30%
Other types of investments:
Mutual fund - Equities 51,154 51,154 - 10%
Mutual fund - Debt 3,626 3,626 - 1%
Mutual fund - REIT 174 174 - 0%
Hedge fund - Equity 35,498 - 35,498 7%
Common/collective trust funds 70,091 - 70,091  14%
Total $ 495,082 $ 240,940 $ 254,142 100%
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The fair values of the pension plan assets at DieeeB1, 2011, by asset category are as follows:

Fair Value Measurements at
December 31, 2011 (in thousands)
Quoted Prices in  Significant
Active Markets for  Observable

Identical Assets Inputs

Asset Category Total (Level 1) (Lewel 2) %
Cash and Cash Equivalents $ 14984 % 14,984 $ - 1%
Equity Securities:

Common stock 99,152 99,152 - 23%

Preferred stock 718 718 - 0%

REIT 20,340 20,340 - 5%
Fixed Income Securities:

Government debt securities 30,542 30,542 - 7%

Corporate debt securities 77,838 - 77,838 18%

Other debt securities 49,650 - 49,650 12%
Other types of investments:

Mutual fund - Equities 38,054 38,054 - 9%

Mutual fund - Debt 1,748 1,748 - 0%

Mutual fund - REIT 149 149 - 0%

Hedge fund - Equity 32,432 - 32,432 8%

Common/collective trust fund (1) 60,777 - 60,777 14%
Total $ 426,384 $ 205,687 $ 220,697 100%

(1) On January 26, 2011, we transferred Level lirtggs with a fair value of $20.6 million to a camn/collective
trust fund. This resulted in a transfer of $20iian from Level 1 to Level 2 because the fairualbf the interest in
the common/collective trust fund is classified asél 2 within the fair value hierarchy.
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Pension Funding

We contributed $48.3 million, $37.3 million, and8$2 million to the Pension Plans in 2012, 2011, 200,
respectively. Funding for the qualified Defined B&nhPension Plan is based upon actuarially detesthi
contributions that take into account the amounudglle for income tax purposes and the minimuntriloution
required under Employee Retirement Income Secgtyof 1974, as amended by the Pension ProtectiirofA
2006, as well as targeted funding levels necegssameet certain thresholds. Management does nogrdly expect
any of the pension assets to revert back to IPingi2013.

From an ERISA funding perspective, IPL’s fundinggtet liability shortfall is estimated to be appnaetely $104
million as of January 1, 2013. The shortfall mustflinded over seven years. In addition, IPL mussi abntribute
the normal service cost earned by active parti¢gpdaring the plan year. The funding normal costqgected to be
about $8.1 million in 2013, which includes $3.1lil for plan expenses. Each year thereafteéhgfplan’s
underfunding increases to more than the preseneafithe remaining annual installments, the exisessparately
amortized over a new seven year period. IPL aleiitéund $49.6 million in January, 2013 which siis all
funding requirements for the calendar year 20.'d funding policy for the Pension Plans is to irifiute
annually no less than the minimum required by applie law, and no more than the maximum amountcédrabe
deducted for federal income tax purposes.

Benefit payments made from the Pension Plans toyéars ended December 31, 2012 and 2011 were S80dh
and $29.9 million respectively. Projected benediyments are expected to be paid out of the PeRdans as
follows:

Pension

Year Benefits
(In Thousands)

2013 $ 51,238
2014 34,665
2015 36,274
2016 37,557
2017 38,962
2018 through 2022 (in total) 216,051

Defined Contribution Plans

All of IPL's employees are covered by one of twdirkd contribution plans, the Thrift Plan or theRRS

The Thrift Plan

Approximately 85% of IPL’s active employees area®d by the Thrift Plan, a qualified defined cdmition plan.
All union new hires are covered under the ThrieilRlwhile non-union new hires are covered by thB.RS

Participants elect to make contributions to thefT Rlan based on a percentage of their base cosagien. Each
participant’s contribution is matched up to certhiresholds. The IBEW clerical-technical union nigives receive
an annual lump sum company contribution into thaffRlan in addition to the IPL match. Employemtdbutions
to the Thrift Plan were $2.9 million, $2.9 milli@nd $2.9 million for 2012, 2011 and 2010, respetyiv

The AES Retirement Savings Plan

Approximately 15% of IPL’s active employees are@®d by the RSP, a qualified defined contributitamp
containing a profit sharing component. Participaist to make contributions to the RSP based mereentage of
their taxable compensation. Each participant’s rdoution is matched in amounts up to, but not edoag 5% of
the participant’s taxable compensation. In addjttbe RSP has a profit sharing component wherebyétributes
a percentage of each employee’s annual salaryhietplan on a pre-tax basis. The profit sharingg®iage is
determined by the AES Board of Directors on an ahbasis. Employer payroll-matching and profit g
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contributions (by IPL) relating to the RSP wereZbiillion, $2.2 million and $1.1 million for 2012011 and 2010,
respectively.

12. COMMITMENTS AND CONTINGENCIES
Legal Loss Contingencies

IPL is a defendant in approximately twenty pendagsuits alleging personal injury or wrongful deatamming
from exposure to asbestos and asbestos contairodggis formerly located in IPL power plants. IPdstbeen
named as a “premises defendant”, which means Bhatlid not mine, manufacture, distribute or instalbestos or
asbestos containing products. These suits havelyeaght on behalf of persons who worked for carttnes or
subcontractors hired by IPL. IPL has insurance tini@y cover some portions of these claims; culyetiibse
cases are being defended by counsel retained lusansurers who wrote policies applicable topkeiod of time
during which much of the exposure has been alleged.

It is possible that material additional loss wiglgard to the asbestos lawsuits could be incurrethigtime, an
estimate of additional loss cannot be made. IPLsk#ted a number of asbestos related lawsuitarfarunts which,
individually and in the aggregate, were not matéadPL's or IPALCO'’s results of operations, findal condition,
or cash flows. Historically, settlements paid oh'#behalf have been comprised of proceeds fromasnaore
insurers along with comparatively smaller contribng by IPL. Additionally, several cases have b&ismissed by
the plaintiffs in the past few years without requira settlement. We are unable to estimate thebeuof, the
effect of, or losses of or range of loss whichra@sonably possible from the pending lawsuits graafditional
asbestos suits. Furthermore, we are unable toastithe portion of a settlement amount, if anyt thay be paid
from any insurance coverage for any known or unkmolaims. Accordingly, there is no assurance thaftending
or any additional suits will not have a materialade effect on IPALCO'’s results of operationsafinial
condition, or cash flows.

In addition, IPALCO and IPL are involved in litigah arising in the normal course of business. Wihikeresults of
such litigation cannot be predicted with certaimhgnagement believes that the final outcome willhawve a
material adverse effect on IPALCO'’s results of @piens, financial condition, or cash flows. Amouatsrued or
expensed for legal or environmental contingencigiectively during the periods covered by this regaave not
been material to IPALCO’s audited Consolidated Raial Statements.

Environmental Loss Contingencies

We are subject to various federal, state, regiandllocal environmental protection and health afdtg laws and
regulations governing, among other things, the gaima, storage, handling, use, disposal and tiateton of
hazardous materials; the emission and discharpazafrdous and other materials into the environnzamt;the
health and safety of our employees. These lawseqdations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, [erewvocation
and/or facility shutdowns. We cannot assure thahaxee been or will be at all times in full compl@with such
laws, regulations and permits.

New Source Review

In October 2009, IPL received a Notice of Violati@ROV") and Finding of Violation from the EPA purant to
the Federal Clean Air Act Section 113(a). The N&liéges violations of the Federal Clean Air ActRit’s three
coal-fired electric generating facilities datingckdo 1986. The alleged violations primarily pemtéo the
Prevention of Significant Deterioration and nonattaent New Source Review requirements under thefaéd
Clean Air Act. Since receiving the letter, IPL mgaeent has met with the EPA staff regarding poss#dolutions
of the NOV. At this time, we cannot predict themfbite resolution of this matter. However, settleteemd litigated
outcomes of similar cases have required compaaipay civil penalties, install additional pollutieontrol
technology on coal-fired electric generating uriggire existing generating units, and invest idiadnal
environmental projects. A similar outcome in thése could have a material impact on our businesswdild seek
recovery of any operating or capital expenditusdated to air pollution control technology to reduegulated air
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emissions; however, there can be no assurancewé¢habuld be successful in that regard. IPL hasndsd a
contingent liability related to this matter.

13. SALE OF OATSVILLE COAL RESERVE

In June 2011, IPL completed the sale of coal rigimi$ a small piece of land in Indiana (the “Oatev@oal
Reserve”) for a sale price of $13.5 million. Theperty had a carrying value of $0.2 million. Theat@ain
recognized on the sale of $13.3 million was incth@deMiscellaneous Income and (Deductions) - NetarrOther
Income and (Deductions) in the accompanying Codatdd Statements of Comprehensive Income.

14. RELATED PARTY TRANSACTIONS

IPL participates in a property insurance programwiich IPL buys insurance from AES Global Insurance
Company, a wholly-owned subsidiary of AES. IPL @& self-insured on property insurance with the etiom of a
$5 million self-insured retention per occurrencrcépt for IPL’s large substations, IPL does notyarsurance on
transmission and distribution assets, which aresidened to be outside the scope of property ingerafES and
other AES subsidiaries, including IPALCO, also g@pate in the AES global insurance program. IPkpa
premiums for a policy that is written and administeby a third party insurance company. The prersipaid to
this third party administrator by the participaate deposited into a trust fund owned by AES Glahsurance
Company, but controlled by the third party admigidir. The cost to IPL of coverage under this progwas
approximately $2.9 million, $3.2 million, and $fllion in 2012, 2011, and 2010, respectively, &ecorded in
Other operating expenses on the accompanying ddatsd Statements of Comprehensive Income. As Deeem
31, 2012 and 2011, we had prepaid approximately $illion and $1.5 million, respectively, whichrscorded in
Prepayments and other current assets on the acogmgaConsolidated Balance Sheets.

IPL participates in an agreement with Health andfslve Benefit Plans LLC, an affiliate of AES, torpeipate in a
group benefits program, including but not limited health, dental, vision and life benefits. Healttld Welfare
Benefit Plans LLC administers the financial aspectfie group insurance program, receives all puempayments
from the participating affiliates, and makes alhgler payments. The cost of coverage under thisrprogvas
approximately $22.8 million, $22.6 million, and $2nillion in 2012, 2011 and 2010, respectivelyd &recorded
in Other operating expenses on the accompanyingdidated Statements of Comprehensive Income. As of
December 31, 2012 and 2011 we had prepaid apprtedyr2.4 million and $2.1 million for coverage wmndhis
plan, which is recorded in Prepayments and otheentiassets on the accompanying Consolidated Bal@heets.

AES files federal and state income tax returns twiciznsolidate IPALCO and its subsidiaries. Und&pasharing
agreement with AES, IPALCO is responsible for theoime taxes associated with its own taxable incanade
records the provision for income taxes using amsgpaeturn method. IPALCO had a receivable balamcker this
agreement of $4.1 million as of December 31, 20dfich is recorded in Prepayments and other cuassgts on
the accompanying Consolidated Balance Sheets. IRAh& a payable balance under this agreement 4f $2.
million as of December 31, 2011, which is recorde®ther current liabilities on the accompanyingh€alidated
Balance Sheets.

Long-term Compensation Plan

During 2012, 2011 and 2010, many of IPL’s non-ureomployees received benefits under the AES Long-ter
Compensation Plan, a deferred compensation progrhimtype of plan is a common employee retentiar tised
in our industry. Benefits under this plan are gedrith the form of performance units payable in casth AES
restricted stock units and options to purchaseeshalr AES common stock. All such components vettinds over
a three year period and the terms of the AES o#stfistock unit issued prior to 2011 also include@year
minimum holding period after the awards vest. Avgamthde in 2011 and for subsequent years will nagubgect to
a two year holding period. In addition, the perfarroe units payable in cash are subject to cert&i® performance
criteria. Total deferred compensation expense dexbduring 2012, 2011 and 2010 was $0.8 million2 $dillion
and $1.7 million, respectively and was include®ther Operating Expenses on IPALCO’s Consolidated
Statements of Comprehensive Income. The valueeskthenefits is being recognized over the 36 meagting
period and a portion is recorded as miscellaneeteribd credits with the remainder recorded as jpaddpital on
IPALCO’s Consolidated Balance Sheets in accordantte ASC 718‘Compensation — Stock Compensation.”
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See alsdThe AES Retirement Savings Plaimtluded in Note 11'Pension and Other Postretirement Benefits’
the audited Consolidated Financial Statements ALGO for a description of benefits awarded to IRhpdoyees
by AES under the RSP.

15. SEGMENT INFORMATION

Operating segments are components of an entefprisenich separate financial information is avaié@ahnd is
evaluated regularly by the chief operating decisiaker in assessing performance and deciding h@aldoate
resources. Substantially all of our business ctssisthe generation, transmission, distributiod aale of electric
energy conducted through IPL which is a verticaltggrated electric utility. IPALCO’s reportable $iness
segments are utility and nonutility. The nonutiligtegory primarily includes the $400 million 023% Senior
Secured Notes due April 1, 2016 (2016 IPALCO Notesd the 2018 IPALCO Notes; approximately $6.4liom
and $6.7 million of nonutility cash and cash eglémss, as of December 31, 2012 and 2011, respéctateort-
term and long-term nonutility investments of $4.iflion and $4.6 million at December 31, 2012 and 20
respectively; and income taxes and interest relatéldose items. Nonutility assets representedthess 1% of
IPALCO's total assets as of December 31, 2012 &id 2The accounting policies of the identified segta are
consistent with those policies and procedures destin the summary of significant accounting piekc
Intersegment sales, if any, are generally basqatioas that reflect the current market conditions.

The following table provides information about IPBO’s business segments (in millions):

2012 2011 2010
All All All
Electric  Other Total Electric Other Total Electric Other Total

Operating
reVENUE.......cevvvveeen. $123C - $123C $1,172 - $1,172 $114% - $114¢
Depreciation an
amortizatiot.............. 177 - 177 167 - 167 164 - 164
Income taxe............. 68 (20) 48 66 (29) 37 76 (25) 51
Net incomu................ 104 (32 72 105 (44) 61 12C (40) 8C
Utility plant - net
of depreciatio.......... 2,42€ - 2,42€ 2,441 - 2441 2,362 - 2,362
Capital
expenditure.............. 13C - 13C 21C - 21C 164 - 164
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16. QUARTERLY RESULTS (UNAUDITED)

Operating results for the years ended Decembe2@ll2 and 2011, by quarter, are as follows:

2012
March 31 June 30 September 30 December 31
(In Thousands)
Utility operating revenue $ 301,108 292,659 $  324,478% 311,536
Utility operating income 37,951 34,583 50,227 40,139
Net income 16,029 12,291 27,541 16,135
2011
March 31 June 30 September 30 December 31
(In Thousands)
Utility operating revenue $ 289,16% 279,943 $  320,550% 282,266
Utility operating income 35,726 36,137 48,451 32,339
Net income 13,430 12,534 26,120 8,491

The quarterly figures reflect seasonal and weathlated fluctuations that are normal to IPL’s opierss.

K*kkkkkkkkkkk
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors of
Indianapolis Power & Light Company

We have audited the accompanying consolidated balsineets of Indianapolis Power & Light Company and
subsidiary (the Company) as of December 31, 2082841, and the related consolidated statements of
comprehensive income, common shareholder’s ecaity,cash flows for each of the three years in g ended
December 31, 2012. Our audits also included trenfifal statement schedule listed in the Indexeah 115. These
financial statements and schedule are the resplitysiti the Company's management. Our responsgjbii to
express an opinion on these financial statementsemedule based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighaigo
(United States). Those standards require that e ghd perform the audit to obtain reasonable assarabout
whether the financial statements are free of malterisstatement. We were not engaged to perforaudit of the
Company's internal control over financial reporti@ur audits included consideration of internaltcolrover
financial reporting as a basis for designing apdittedures that are appropriate in the circumstare not for the
purpose of expressing an opinion on the effectigerd the Company's internal control over finangglorting.
Accordingly, we express no such opinion. An autiibancludes examining, on a test basis, evidenpparting the
amounts and disclosures in the financial statemeastessing the accounting principles used andfisant
estimates made by management, and evaluating #ralbfinancial statement presentation. We belignag our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@albove present fairly, in all material respedts,¢onsolidated
financial position of Indianapolis Power & Light @pany and subsidiary at December 31, 2012 and 201tlthe
consolidated results of their operations and tbesh flows for each of the three years in the pegisded December
31, 2012, in conformity with U.S. generally accebéecounting principles. Also, in our opinion, tiedated

financial statement schedule, when consideredatioa to the basic financial statements taken ahale, present
fairly in all material respects the information &&tth therein.

/sl ERNST & YOUNG LLP

Indianapolis, Indiana
February 26, 2013
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DEFINED TERMS

The following is a list of frequently used abbrdigas or acronyms that are found in the Financiateé®nents

and Supplementary Data:

1995B Bonds

2011 IPALCO Notes

2016 IPALCO Notes
2018 IPALCO Notes
AES

ARO

ASC

CCT

Defined Benefit Pension Plan
DSM

ECCRA

EPA

FAC

FASB

FERC

FTRs

GAAP

IBEW

IPALCO

IPL

IPL Funding

IURC

kWh

MATS

MISO

NOV

Pension Plans

Purchasers
Receivables Sale Agreement

RSG

RSP

Supplemental Retirement Plan
Thrift Plan

u.s.

$40 Million aggregate principal amoointhe City of Petersburg, Indiana
Pollution Control Refunding Revenue Bonds AdjustaRhte Tender
Securities 1995B Series, Indianapolis Power & Lighmpany Project
$375 million of 8.625% (origiraupon 7.625%) Senior Secured Notes due
November 14, 2011
$400 million of 7.25% Senior SecNotes due April 1, 2016
$400 million of 5.00% Senior SeclNotes due May 1, 2018
The AES Corporation
Asset Retirement Obligations
Financial Accounting Standards Board Accounstgndards Codification
Clean Coal Technology
Employees’ Retirenfdan of Indianapolis Power & Light Company
Demand Side Management
Environmental Compliance Cost Recovery Adjesit
U.S. Environmental Protection Agency
Fuel Adjustment Charges
Financial Accounting Standards Board
Federal Energy Regulatory Commission
Financial Transmission Rights
Generally accepted accounting principles althnited States
International Brotherhood of Electrical Worker
IPALCO Enterprises, Inc.
Indianapolis Power & Light Company
IPL Funding Corporation
Indiana Utility Regulatory Commission
Kilowatt hours
Mercury and Air Toxics Standards
Midwest Independent Transmission System Operé&ic.
Notice of Violation
Employees’ Retirement Plan of IngialimPower & Light Company and
Supplemental Retirement Plan of Indianapolis Paswverght Company
Royal Bank of Scotland plc and Windruitding Corporation
Second Amended andt&®&eaceivables Sale Agreement, dated as of June
25, 2009, among IPL, IPL Funding Corporation, a&s3kller, Indianapolis
Power & Light Company, as the Collection Agent, Riogank of Scotland
plc, as the Agent, the Liquidity Providers and Wmilll Funding
Corporation
Revenue Sufficiency Guarantee
The AES Retirement Savings Plan
Supplemental Retireflkan of Indianapolis Power & Light Company
Employees’ Thrift Plan of IndianapoRewer & Light Company
United States of America
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Consolidated Statements of Comprehensive Income
For the Years Ended December 31,2012, 2011 and 201
(In Thousands)

2012 2011 2010
OPERATING REVENUES $ 1,229,777 $ 1,171,924 $ 1,144,903
OPERATING EXPENSES:
Operation:
Fuel 340,647 334,385 322,541
Other operating expenses 217,124 203,286 196,166
Power purchased 121,238 90,159 55,456
Maintenance 99,568 119,152 118,883
Depreciation and amortization 176,843 167,245 164,102
Taxes other than income taxes 44,295 42,435 39,378
Income taxes - net 67,162 62,609 75,939
Total operating expenses 1,066,877 1,019,271 972,465
OPERATING INCOME 162,900 152,653 172,438
OTHER INCOME AND (DEDUCTIONS):
Allowance for equity funds used during constronti 1,087 3,950 3,990
Miscellaneous income and (deductions) - net (1,457) 9,431 (1,693)
Income tax (expense) benefit applicable to nomatprey income (654) (3,799) 252
Total other income and (deductions) - net (1,024) 9,582 2,549
INTEREST AND OTHER CHARGES:
Interest on long-term debt 54,435 55,231 53,363
Other interest 1,913 1,786 2,136
Allowance for borrowed funds used during constinrc (1,059) (2,674) (2,437)
Amortization of redemption premium and expenseleht 2,458 2,494 2,137
Total interest and other charges - net 57,747 56,837 55,199
NET INCOME 104,129 105,398 119,788
LESS: PREFERRED DIVIDEND REQUIREMENTS 3,213 3,213 3,213
NET INCOME APPLICABLE TO COMMON STOCK
$ 100,916 $ 102,185 $ 116,575
ADD OTHER COMPREHENSIVE INCOME:
Unrealized loss on available for sale investment - - (197)
Gain on sale of available for sale investment - 197 -
COMPREHENSIVE INCOME ATTRIBUTABLE TO COMMON STOCK $ 100,916 $ 102,382 $ 116,378

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Consolidated Balance Sheets
(In Thousands)

December 31,

December 31,

2012 2011
ASSETS
UTILITY PLANT:
Utility plant in service $ 4,382,534 4,313,015
Less accumulated depreciation 2,043,540 1,940,633
Utility plant in service - net 2,338,994 2,372,382
Construction work in progress 70,169 52,429
Spare parts inventory 15,445 15,534
Property held for future use 1,002 1,002
Utility plant - net 2,425,610 2,441,347
OTHER ASSETS:
At cost, less accumulated depreciation 1,123 944
CURRENT ASSETS:
Cash and cash equivalents 12,042 20,606
Accounts receivable and unbilled revenue (ldlesvance for
doubtful accounts of $2,047 and $2,081, retyely) 141,508 136,007
Fuel inventories - at average cost 45,236 52,694
Materials and supplies - at average cost 57,257 54,137
Deferred tax asset - current 10,782 12,323
Regulatory assets 4,906 7,424
Prepayments and other current assets 22,045 16,474
Total current assets 293,776 299,665
DEFERRED DEBITS:
Regulatory assets 523,839 485,932
Miscellaneous 22,507 22,344
Total deferred debits 546,346 508,276
TOTAL $ 3,266,855 3,250,232
CAPITALIZATION AND LIABILITIES
CAPITALIZATION:
Common shareholder's equity:
Common stock $ 324,537 324,537
Paid in capital 13,536 13,114
Retained earnings 448,162 443,946
Total common shareholder's equity 786,235 781,597
Cumulative preferred stock 59,784 59,784
Long-term debt (Note 9) 854,204 964,175
Total capitalization 1,700,223 1,805,556
CURRENT LIABILITIES:
Short-term debt (Note 9) 160,000 64,000
Accounts payable 76,282 81,175
Accrued expenses 24,226 24,049
Accrued real estate and personal property taxes 19,405 17,460
Regulatory liabilities 10,475 9,263
Accrued interest 21,362 20,391
Customer deposits 24,796 23,142
Other current liabilities 10,910 11,923
Total current liabilities 347,456 251,403
DEFERRED CREDITS AND OTHER LONG-TERM LIABILITIES:
Accumulated deferred income taxes - net 341,914 351,510
Non-current income tax liability 6,138 5,354
Regulatory liabilities 570,344 550,432
Unamortized investment tax credit 8,162 9,761
Accrued pension and other postretirement benefit 274,017 258,171
Miscellaneous 18,601 18,045
Total deferred credits and other long-teatilities 1,219,176 1,193,273
COMMITMENTS AND CONTINGENCIES (Note 12)
TOTAL $ 3,266,855 3,250,232

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY

Consolidated Statements of Cash Flows
For the Years Ended December 31, 2012, 2011 and 201

(In Thousands)

2012 2011 2010
CASH FLOWS FROM OPERATIONS:
Net income $ 104,129 $ 105,398 $ 119,788
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization 176,800 167,216 161,300
Amortization of regulatory assets 2,206 2,529 6,777
Deferred income taxes and investment tax cegdjitstments - net (4,666) (8,306) (4,884)
Termination of interest rate swap - (12,572) -
Allowance for equity funds used during constiat (881) (3,772) (3,795)
Gains on sales of assets - (13,320) -
Change in certain assets and liabilities:
Accounts receivable (5,501) 4,531 (13,461)
Fuel, materials and supplies 4,339 (17,938) (764)
Income taxes receivable or payable (5,920) 8,364 (6,410)
Financial transmission rights 360 (621) (1,214)
Accounts payable and accrued expenses (2,401) 3,153 19,785
Accrued real estate and personal property taxes 1,945 648 (6,819)
Accrued interest 971 2,577 354
Pension and other postretirement benefit expgns 15,846 58,883 13,473
Short-term and long-term regulatory assetslabdities (43,514) (91,761) (32,475)
Other - net 1,567 5,091 5,703
Net cash provided by operating activities 245,280 210,100 257,358
CASH FLOWS FROM INVESTING ACTIVITIES:
Capital expenditures (129,747) (209,851) (163,652)
Proceeds from sales and maturities of short-t®restments - 2,000 -
Proceeds from sales of assets 1 13,467 -
Grants under the American Recovery and Reinvestet of 2009 6,028 7,919 5,130
Asset removal costs (9,251) (14,896) (3,035)
Other (6,790) (3,969) (7,396)
Net cash used in investing activities (139,759) (205,330) (168,953)
CASH FLOWS FROM FINANCING ACTIVITIES:
Short-term debt borrowings 73,000 138,000 9,508
Short-term debt repayments (87,000) (124,000) (40,000)
Long-term borrowings - 234,873 40,000
Retirement of long-term debt - (169,724) -
Dividends on common stock (96,700) (80,603) (111,522)
Dividends on preferred stock (3,213) (3,213) (3,213)
Other (172) (2,750) (1,640)
Net cash used in financing activities (114,085) (7,417) (106,867)
Net change in cash and cash equivalents (8,564) (2,647) (18,462)
Cash and cash equivalents at beginning of period 60&0, 23,253 41,715
Cash and cash equivalents at end of period 12,042 20,606 $ 23,253
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest (net of amount capitalized) $ 54,258 53,686 $ 52,114
Income taxes $ 78,402 $ 66,350 $ 86,900

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Consolidated Statements of Common Shareholder's Eqy
(In Thousands

Accumulated

Other
Common Paid in Retained  Comprehensive
Stock Capital Earnings Income (Loss) Total

2010
Beginning Balance $ 324537 % 11610$%  417311$% - % 753,458
Comprehensive Income attributable to common stock:

Net income applicable to common stock 116,575 116,575

Unrealized loss on available for sale investn(ret

of income tax benefit of $134) (197) (197)

Cash dividends declared on common stock (111,522) (111,522)
Contributions from IPALCO 969 969
Balance at December 31, 2010 $ 324537$ 12579% 422364 % (197) $ 759,283
2011
Comprehensive Income attributable to common stock:

Net income applicable to common stock 102,185 102,185

Gain on sale of available for sale investmeat (n

of income tax expense of $134) 197 197

Cash dividends declared on common stock (80,603) (80,603)
Contributions from IPALCO 535 535
Balance at December 31, 2011 $ 324537 $ 13,114 $ 443,946 $ - % 781,597
2012
Comprehensive Income attributable to common stock:

Net income applicable to common stock 100,916 100,916
Cash dividends declared on common stock (96,700) (96,700)
Contributions from IPALCO 422 422
Balance at December 31, 2012 $ 324537$ 13536 $  448162$% - $ 786,235

See notes to consolidated financial statements.
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INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Notes to Consolidated Financial Statements
For the Years Ended December 31, 2012, 2011 and P01

1. ORGANIZATION

Indianapolis Power & Light Company (“IPL") was impmrated under the laws of the state of IndiankSi26. All
of the outstanding common stock of IPL is ownedR&LCO Enterprises, Inc. (“IPALCQO”). IPALCO is a why-
owned subsidiary of The AES Corporation (“AES")AIRCO was acquired by AES in March 2001. IPL is eyemh
primarily in generating, transmitting, distributiagd selling electric energy to approximately 400,@etail
customers in the city of Indianapolis and neighbggities, towns and communities, and adjacent argas all
within the state of Indiana, the most distant pbieing approximately forty miles from IndianapolBL has an
exclusive right to provide electric service to thasistomers. IPL owns and operates two primarigt-iced
generating plants, one combination coal and gasHilant and two combustion turbines at a sepaite¢hat are
all used for generating electricity. IPL's net ¢tecgeneration capacity for winter is 3,492 megtsvand net
summer capacity is 3,353 megawatts.

IPL Funding Corporation (“IPL Funding”) is a spdqmurpose entity and a wholly owned subsidiaryRif land is
included in the audited Consolidated Financialetegnts of IPL. IPL formed IPL Funding in 1996 td,sen a
revolving basis, up to $50 million of the retaicaants receivable and related collections of IPthtal party
purchasers in exchange for cash (see Accounts WRdateiSecuritization in Note 9lrfdebtedness.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

IPL’s consolidated financial statements are prephameccordance with generally accepted accoumtimgiples in
the U.S. (“GAAP”) and in conjunction with the rulaad regulations of the Securities and Exchanger@ission.
The consolidated financial statements include te®ants of IPL and its unregulated subsidiary, FRinding. All
intercompany items have been eliminated in conatiid. Certain costs for shared resources amoRgsahd
IPALCO, such as labor and benefits, are allocateshth entity based on allocation methodologiets tha
management believes to be reasonable. We haveateglsubsequent events through the date this rispgestued.

Use of Management Estimates

The preparation of financial statements in confeymiith GAAP requires that management make cegatimates
and assumptions that affect the reported amourdssats and liabilities and disclosure of contihgssets and
liabilities at the date of the financial statemeiitse reported amounts of revenues and expensegydbe
reporting period may also be affected by the esmand assumptions management is required to rAakeal
results may differ from those estimates.

Reclassifications
Certain prior period amounts have been reclassifiemnform to the current year presentation.
Regulation

The retail utility operations of IPL are subjectth@ jurisdiction of the Indiana Utility RegulatoGommission
(“IURC™). IPL’s wholesale power transactions aréjget to the jurisdiction of the Federal Energy Ratpry
Commission (“FERC"). These agencies regulate IRItil#ty business operations, tariffs, accountingpreciation
allowances, services, security issues and theasal@cquisition of utility properties. The finaricéatements of
IPL are based on GAAP, including the provision§infancial Accounting Standards Board Accountingh&geds
Codification (“ASC”) 980"Regulated Operations,iwhich gives recognition to the ratemaking and aoting
practices of these agencies. See also Ndteegjulatory Assets and Liabilitiesfor a discussion of specific
regulatory assets and liabilities.
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Revenues and Accounts Receivable

Revenues related to the sale of energy are geyeealbgnized when service is rendered or enerdglisered to
customers. However, the determination of the ensadgs to individual customers is based on theimgaaf their
meters, which occurs on a systematic basis thraustghe month. At the end of each month, amounenefgy
delivered to customers since the date of the lasemeading are estimated and the correspondibifjathrevenue
is accrued. In making its estimates of unbilleceraxe, IPL uses complex models that consider vafamiers
including daily generation volumes; known amouritereergy usage by nearly all residential, small cearcial and
industrial customers; estimated line losses; atithated customer rates based on prior period palilGiven the
use of these models, and that customers are lbiledmonthly cycle, we believe it is unlikely tmahterially
different results will occur in future periods whevenue is billed. As part of the estimation obilled revenues,
IPL estimates line losses on a monthly basis. Atdbeber 31, 2012 and 2011, customer accounts rédeiveclude
unbilled energy revenues of $50.6 million and $44illion, respectively, on a base of annual reveoiu®l.2
billion in each of 2012 and 2011. Our provision dlmubtful accounts included in Other operating &ges on the
accompanying Consolidated Statements of Compreleitstome was $3.4 million, $3.7 million and $4.0lion
for the years ended December 31, 2012, 2011 an@, 284pectively.

IPL’s basic rates include a provision for fuel soa$ established in IPL’s most recent rate proogedihich last
adjusted IPL'’s rates in 1996. IPL is permittedeoaver actual costs of purchased power and fueluroad, subject
to certain restrictions. This is accomplished tigtogquarterly Fuel Adjustment Charges (“FAC”) prodiegs, in
which IPL estimates the amount of fuel and purctigemver costs in future periods. Through thesegedngs,
IPL is also permitted to recover, in future rat@sjerestimated fuel and purchased power costs gran periods,
subject to certain restrictions, and thereforeaer or underestimated costs are deferred or ad@né amortized
into fuel expense in the same period that IPL'esatre adjusted.

In addition, we are one of many transmission systemer members of the Midwest Independent Transomiss
System Operator, Inc. ("MISQ”), a regional transsios organization which maintains functional cohtreer the
combined transmission systems of its members amges one of the largest energy markets in thelbd tBe
MISO market, IPL offers its generation and bidsli#gsnand into the market on an hourly basis. MIS®esethese
hourly offers and bids based on locational margimades, which is pricing for energy at a givendtien based on a
market clearing price that takes into account pafdimitations, generation, and demand throughloetMISO
region. MISO evaluates the market participantsrgpeffers and demand bids to economically ancbd}i
dispatch the entire MISO system. IPL accountstesé hourly offers and bids, on a net basis, inLUTY¥
OPERATING REVENUES when in a net selling positiodan UTILITY OPERATING EXPENSES — Power
Purchased when in a net purchasing position.

Contingencies

IPL accrues for loss contingencies when the amotitite loss is probable and estimable. IPL is stilifevarious
environmental regulations, and is involved in dertagal proceedings. If IPL’s actual environmergati/or legal
obligations are different from our estimates, theognition of the actual amounts may have a méafenjzact on
our results of operations, financial condition, @agh flows; although that has not been the caseglthe periods
covered by this report. As of December 31, 2012201, total loss contingencies accrued were $3l®mand
$4.2 million, respectively, which were includedOther Current Liabilities on the accompanying Cdidsted
Balance Sheets.

Concentrations of Risk

Substantially all of IPL’s customers are locatethim the Indianapolis area. In addition, approxieha63% of
IPL’s full-time employees are covered by collectbargaining agreements in two bargaining unitdhgsizal unit
and a clerical-technical unit. IPL’s contract witte physical unit expires on December 14, 2015thedtontract
with the clerical-technical unit expires Februafy 2014. Additionally, IPL has long-term coal c@us with six
suppliers, with about 40% of our existing coal uncientract coming from one supplier. Substantiallyof the coal
is currently mined in the state of Indiana.
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Allowance For Funds Used During Construction

In accordance with the Uniform System of Accountesspribed by FERC, IPL capitalizes an allowancelernet
cost of funds (interest on borrowed funds and aaeable rate of return on equity funds) used faistwiction
purposes during the period of construction witlbaesponding credit to income. IPL capitalized antswsing
pretax composite rates of 8.4%, 8.6%, and 8.8%ndw012, 2011, and 2010, respectively.

Utility Plant and Depreciation

Utility plant is stated at original cost as defirfed regulatory purposes. The cost of additionstiiity plant and
replacements of retirement units of property agéd to plant accounts. Units of property replameabandoned
in the ordinary course of business are retired ftioenplant accounts at cost; such amounts, legagml are charged
to accumulated depreciation. Depreciation is comgbibty the straight-line method based on functioats
approved by the IURC and averaged 4.0%, 3.9%, &% during 2012, 2011 and 2010, respectively. D&ption
expense was $175.9 million, $166.3 million, andCbamillion for the years ended December 31, 2@02,1 and
2010, respectively.

Derivatives

We have only limited involvement with derivativeadincial instruments and do not use them for tragimgoses.
IPL accounts for its derivatives in accordance WiBC 815‘Derivatives and Hedging.IPL had one interest rate
swap agreement, which was terminated in Novembgt 2®L entered into this agreement as a meansafging
the interest rate exposure on a $40 million unstuariable-rate debt instrument. The interestesaéint amounts
from the swap agreement prior to its terminatiomeareported in the financial statements as a comptoof interest
expense.

In addition, IPL has entered into contracts invadythe physical delivery of energy and fuel. Beestliese
contracts qualify for the normal purchases and absales scope exception in ASC 815, IPL has eldataccount
for them as accrual contracts, which are not aefuiir changes in fair value.

Fuel, Materials and Supplies

We maintain coal, fuel oil, materials and suppiregntories for use in the production of electyicithese
inventories are accounted for at the lower of cosharket, using the average cost.

Income Taxes

IPL includes any applicable interest and penatidested to income tax deficiencies or overpaymantke
provision for income taxes in its Consolidated &tatnts of Comprehensive Income. The income taxigioov
includes gross interest income/(expense) of $0l@mj $0.0 million and $0.7 million for the yeaesided
December 31, 2012, 2011 and 2010, respectively.

Deferred taxes are provided for all significant pamary differences between book and taxable incdihe.effects
of income taxes are measured based on enactedtalvaites. Such differences include the use olereted
depreciation methods for tax purposes, the usdéffefent book and tax depreciable lives, ratesiangervice dates
and the accelerated tax amortization of pollutiontml facilities. Deferred tax assets and lial@$tare recognized
for the expected future tax consequences of egiglifierences between the financial reporting andréporting
basis of assets and liabilities. Those income taggable which are includable in allowable costsébemaking
purposes in future years are recorded as regulagssts with a corresponding deferred tax liabilityestment tax
credits that reduced federal income taxes in tlaesythey arose have been deferred and are beingizedao
income over the useful lives of the propertiesdocaidance with regulatory treatment. Contingetiliges related
to income taxes are recorded in accordance with A8CIncome Taxes.”
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Cash and Cash Equivalents

We consider all highly liquid investments purchaséit original maturities of three months or les¢re date of
acquisition to be cash equivalents.

Repair and Maintenance Costs

Repair and maintenance costs are expensed asddcurr

Per Share Data

IPL is a wholly-owned subsidiary of IPALCO and doed report earnings on a per-share basis.
New Accounting Pronouncements

Fair Value Measurement (Topic 820)

In May 2011, the Financial Accounting Standardsi@dq&-FASB”) issued Accounting Standards Update Td20
“Fair Value Measurement Amendments to Achieve ConfiaiolYalue Measurement and Disclosure Requirements
in U.S. Generally Accepted Accounting Principled &mternational Financial Reporting Standarti3he
amendments in this update result in common fameaheasurement and disclosure requirements un&er U.
Generally Accepted Accounting Principles and Iné¢ional Financial Reporting Standards. Consequgtitéy
amendments change the terminology used to desmiding of the requirements under U.S. Generally Axkp
Accounting Principles for measuring fair value daddisclosing information about fair value measueats. For
many of the requirements, the FASB does not infenthe amendments in this update to result inangb in the
application of the requirements in Topic 820. Sarhthe amendments clarify the FASB’s intent abdiet t
application of existing fair value measurement regraents. Other amendments change a particulacipkénor
requirement for measuring fair value or for disaigsnformation about fair value measurements. aimendments
in this update were effective for IPL beginning Jary 1, 2012 and do not have a material effectRirsl
consolidated financial statements.

Comprehensive Income (Topic 220)

In June 2011, the FASB issued Accounting Standdmpitate Topic 220Presentation of Comprehensive Incoime
Under the amendments in this update, an entityhesption to present the total of comprehensicerime, the
components of net income, and the components ef ettmprehensive income either in a single contisuo
statement of comprehensive income or in two sepdmait consecutive statements. The amendmentssinipliate
were effective for IPL beginning January 1, 201@ do not have a material effect on IPL’s consoéddinancial
statements.

3. REGULATORY MATTERS
General

IPL is subject to regulation by the IURC as tosisvices and facilities, the valuation of propetityg construction,
purchase, or lease of electric generating fadglitike classification of accounts, rates of deptami, retail rates and
charges, the issuance of securities (other thateages of indebtedness payable less than twelvéhsafter the
date of issue), the acquisition and sale of sontdigutility properties or securities and certather matters.

In addition, IPL is subject to the jurisdictiontbie FERC with respect to short-term borrowing mgfulated by the
IURC, the sale of electricity at wholesale andtta@smission of electric energy in interstate commagthe
classification of accounts, reliability standardsd the acquisition and sale of utility propertyértain
circumstances as provided by the Federal PowerA&ct regulated entity, IPL is required to useaiaraccounting
methods prescribed by regulatory bodies which nitigrdrom those accounting methods required tased by
unregulated entities.
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IPL is also affected by the regulatory jurisdictiofithe U.S. Environmental Protection Agency (“ERpAt the
federal level, and the Indiana Department of Envinental Management at the state level. Other sogmf
regulatory agencies affecting IPL include, but@oelimited to, North American Electric Reliabilityorporation,
the U.S. Department of Labor and the Indiana Odibopal Safety and Health Administration.

Fuel Adjustment Charge and Authorized Annual Jurisdctional Net Operating Income

IPL may apply to the IURC for a change in IPL’slfubarge every three months to recover IPL’s edtchduel
costs, including the energy portion of purchasedgyaosts, which may be above or below the levelkided in
IPL’s basic rates and charges. IPL must presedeecie in each FAC proceeding that it has made eeasonable
effort to acquire fuel and generate or purchasegpawboth so as to provide electricity to its letastomers at the
lowest fuel cost reasonably possible.

Independent of the IURC'’s ability to review basiterss and charges, Indiana law requires electlitiegiunder the
jurisdiction of the IURC to meet operating expeasd income test requirements as a condition forayap of
requested changes in the FAC. Additionally, custorafinds may result if a utility’s rolling twelvaonth
operating income, determined at quarterly measuneneges, exceeds a utility’s authorized annuadglictional net
operating income and there are not sufficient @pplie cumulative net operating income deficienagginst which
the excess rolling twelve month jurisdictional nperating income can be offset.

Environmental Compliance Cost Recovery AdjustmentECCRA”)

IPL may apply to the IURC for approval of a ratguastinent known as the Environmental Compliance Cost
Recovery Adjustment (“ECCRA") every six months ézover costs to install and/or upgrade Clean Coal
Technology (“CCT”) equipment. The total amountBfls CCT equipment approved for ECCRA recoveryfas o
December 31, 2012 was $618.8 million. The jurisdi@l revenue requirement that was approved byURE to
be included in IPL’s rates for the six month perfcan September 2012 through February 2013 was9$52lion.
During the years ended December 31, 2012, 2012@hd, we made total CCT expenditures of $15.0 omli
$64.4 million, and $53.1 million, respectively. T¥est majority of such costs are recoverable thioug ECCRA
filings.

The EPA released the final Mercury and Air Toxitarlards (“MATS”) rule in December 2011 to address
hazardous air pollutant emissions from certaintategenerating power plants, and IPL managemesteaeloped
a plan to comply with this new rule, as discussetEinvironmental Matters — MATSWe will seek and expect to
recover through our environmental rate adjustmesthmnism, all operating and capital expenditurkzdeé to
compliance with MATS; however, there can be no asste that we will be successful in that regard.

Demand-Side Management and IPL’s Smart Energy Projet

On December 9, 2009, the IURC issued a Generic bdiSade Management (“DSM”) Order that found that
electric utilities subject to its jurisdiction musieet an overall goal of annual cost-effective D@grams that
reduce retail kilowatt hours (“kWh”) sales (as cargd to what sales would have been excluding tHd DS
programs) of 2% per year by 2019 (beginning in 28110.3% and growing to 2.0% in 2019, and subjecgttain
adjustments). The IURC also found that all juritidical electric utilities have to participate indiinitial,
statewide core DSM programs, which are administegea third party administrator. Consequently, D&M
spending, both capital and operating, began isangasignificantly in 2010 and will continue to nease
significantly going forward, which will likely redxe our retail energy sales and the associated uiegen

In October 2010, IPL filed a petition with the IUR@ approval of its plan to comply with the [IURCZeneric
DSM Order. In November 2011, IPL received apprdrah the IURC for this plan. Current spending amaile in
effect through December 31, 2013 total $54.5 mmllkmd include the opportunity for performance basedntives.
In August 2012, the IURC approved a one year ektarsf the contract with the current state-widedtparty
administrator to continue providing certain DSM gnams for IPL and other jurisdictional utilitiesdugh
December 31, 2014.
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In 2010, IPL was awarded a smart grid investmeanigfor $20 million as part of its $48.9 million & Energy
Project (including smart grid technology), whicHIvprovide its customers with tools to help themrmefficiently
use electricity and upgrade IPL’s electric deliveygtem infrastructure. Under the grant, the U.&dtment of
Energy is providing nontaxable reimbursements toft® up to $20 million of capitalized costs assded with
IPL’s Smart Energy Project. These reimbursemerm$aing accounted for as a reduction of the cagahiSmart
Energy Project costs. Through December 31, 2012yave received total grant reimbursements of $a8llion
since the 2010 project inception.

Tree Trimming Practices Investigation

In February 2009, an IPL customer filed a complalaiming our tree trimming practices were unreasbe and
expressed concerns with language contained inaoifif that addressed our tree trimming and treeonahrights.
Subsequently, the IURC initiated a generic invedttm into electric utility tree trimming practicaad tariffs in
Indiana. In November 2010, the IURC issued an oirdéire investigation, which imposed additionaluiegments
on the conduct of tree trimming. The order includegluirements on utilities to provide advance custonotice
and obtain customer consent or additional easenfestisting easements and rights of way are inciaffit to
permit pruning in accordance with the required sidustandards or in the event that a tree wouddite have
more than 25% of its canopy removed. The order dilgxted that a rulemaking would be initiatedualier
address vegetation management practices.

On July 7, 2011, the IURC issued an additional trieeming order which did not provide the relief were
seeking, but clarified utility customer notice r@g@ments and the relationship of the order to prigpéghts and
tariff requirements. It also clarified that in casid# emergency or public safety, utilities may,heitit customer
consent, remove more than 25% of a tree or trinobéexisting easement or right of way boundariegieedy the
situation.

In July 2012, the IURC issued its final order ie thee trimming practices rulemaking, which wasra@pproved by
the Indiana governor and attorney general and be¢amin October 2012. IPL is implementing procesuio
ensure it appropriately complies with the requirata®f the new rule that addresses notificatiosputie resolution
and other activities associated with its vegetati@magement practices. The requirements of therukivg are
similar to current practices. However, the actuastémpact of the rule will not be known until wave experience
operating under its terms.

Renewable Power Purchase Agreements

We are committed under a power purchase agreem@nirthase approximately 100 MW of wind generated
electricity through 2029 from a wind project in lada. We are also committed under another agreetment
purchase approximately 200 MW of wind generatedtgtgty for 20 years from a project in Minnesotahich
began commercial operation in October 2011. We hateority from the IURC to recover the costs fottbof
these agreements through an adjustment mechanisiniatered within the FAC. We also expect to hapeai100
MW of solar generated electricity under contrac2@13, subject to approval by the IURC.

MISO Real Time Revenue Sufficiency Guarantee

MISO collects Revenue Sufficiency Guarantee (“RS&iarges from market participants to pay for getiwra
dispatched when the costs of such generation dneoovered in the market clearing price. Overthst several
years, there have been disagreements betweenstetdgarties regarding the calculation methodofogRSG
charges and how such charges should be allocateé tndividual MISO participants. MISO has changjeeir
methodology multiple times. Per past FERC order§ecember 2008, MISO filed with the FERC its pregad
revisions and clarifications to the calculatiortlod RSG charges and had begun to use its new nudtigydn
January 2009, including making resettlements ofiptes calculations. In the second quarter of 2608 FERC
withdrew its previous orders related to RSG chaagekfurther directed MISO to cease the ongoingketar
resettlements and refund process and to recomelarnhounts paid and collected in order to retuch @sarket
participant to the financial state it was in beftire refund process began. This has the potentjalidation that IPL
would no longer be entitled to refunds that were ttulPL under the previous order for periods betwapril 1,
2005 and November 4, 2007.
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In July 2009, IPL filed a Request for Clarificationalternately a Request for Rehearing on thiseigdone. In
addition to our requests, other interested pahide® expressed interest in a different model ofcaling RSG
charges. Another factor that affects how RSG clsimgeact IPL is our ability to recover such costsf our
customers through our FAC and/or in a future begtie case proceeding. Under the methodology cuyrienéffect,
RSG charges have little effect on IPL’s financiatesments as the vast majority of such chargesanrsidered to be
fuel costs and are recoverable through IPL’s FAfi)erthe remainder are being deferred for futucovery in
accordance with generally accepted accounting iptesin the U.S. However, the IURC's orders in BEAC 77,
78 and 79 proceedings approved IPL's FAC factoamimterim basis, subject to refund, pending theaue of the
FERC proceeding regarding RSG charges and any gudseappeals therefrom. On August 30, 2010, FERGed
an order approving the RSG Redesign as previoisty inder Section 206 on February 23, 2009 andired
MISO to make a compliance filing with the chang@a.October 29, 2010 MISO made its compliance filing
regarding the RSG Redesign, and indicated thabitlavsubsequently file under Section 205 modifmadito the
RSG Redesign rate. MISO also indicated it expefttdre ready to implement the RSG Redesign rate arcivl,
2011. On February 15, 2011, MISO filed to amendisember 1, 2010 filing modifying the RSG Redesafe, to
change the effective date of the proposed modifinatto April 1, 2011. FERC issued its order péistiaccepting
the filings on March 31, 2011. On May 2, 2011, MIS@mitted a request for rehearing or clarificatdrERC’s
March 31, 2011 order regarding the allocation ef¢hst of RSG. As a result, it is not possibleredict how these
proceedings will ultimately impact IPL, but we dotrbelieve they will have a material impact on boancial
statements.

MISO Transmission Expansion Cost Sharing and FERC @ler 1000

Beginning in 2007, MISO transmission system ownentoers including IPL began to share the costs of
transmission expansion projects with other transimmssystem owner members after such projects agveoved
by the MISO board of directors. Upon approval by iSO board of directors the transmission systemes
members must make a good faith effort to build angay for the projects. Costs allocated to IPLther projects of
other transmission system owner members are cetldnt MISO per their tariff. See also Senate Bill below
under ‘Environmental Matter$

On July 21, 2011, the FERC issued Order 1000, aimgrtde transmission planning and cost allocation
requirements established in Order No. 890. Thrabgter 1000, the FERC:

(1) requires public utility transmission provideosparticipate in a regional transmission planrpngcess and
produce a regional transmission plan;

(2) requires public utility transmission providéssamend their open access transmission tariffeescribe how
public policy requirements will be considered iodband regional transmission planning processes;

(3) removes the federal right of first refusal éartain transmission facilities; and
(4) seeks to improve coordination between neiggpttiansmission planning regions for interregidaallities.

MISO'’s approved tariff in part already compliestwidrder 1000. However, Order 1000 will result iracbes to
transmission expansion costs charged to us by ME&©h changes relate to public policy requireméots
transmission expansion within the MISO footprint¢is as to comply with renewable mandates of ottaes
within the footprint. These charges are difficolteistimate, but are expected to be material toithénaa few years;
however, it is probable, but not certain, that ¢hessts will be recoverable, subject to IURC apaloVhrough
December 31, 2012, we have deferred as a regulasset $2.2 million of MISO transmission expansiosts.
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4. UTILITY PLANT IN SERVICE

The original cost of utility plant in service segatded by functional classifications, follows:

As of December 31,

2012 2011
(In Thousands)
Production $ 2,708,826 $ 2,684,443
Transmission 249,577 238,762
Distribution 1,249,445 1,219,070
General plant 174,686 170,74
Total utility plant in service $ 4382534 $ 4,313,015

Substantially all of IPL’s property is subject t$865.3 million direct first mortgage lien, as oé&@mber 31, 2012,
securing IPL’s first mortgage bonds. Property urgigital leases as of December 31, 2012 and 2041 wa
insignificant. Total non-legal removal costs ofittiplant in service at December 31, 2012 and 2@&fe $575.9
million and $552.0 million, respectively and tolafjal removal costs of utility plant in serviceCetcember 31,
2012 and 2011 were $17.6 million and $16.6 milli@mspectively. Please see NotéAsset Retirement
Obligations” for further information.

IPL anticipates material additional costs to compith various pending and final federal legislateomd regulations
and itis IPL’s intent to seek recovery of any diddial costs. The majority of the expendituresdonstruction
projects designed to redus@fur dioxides and mercury emissions are recoverfabm jurisdictional retail
customers as part of IPL's CCT projects, howeviegesjurisdictional retail rates are subject toulagpry approval,
there can be no assurance that all costs will bevered in rates.

5. FAIR VALUE MEASUREMENTS

Whenever possible, quoted prices in active marketsised to determine the fair value of our finalnicistruments.
Our financial instruments are not held for tradamgther speculative purposes. The estimated &irevof financial
instruments has been determined by using avaitablé&et information and appropriate valuation metiodies.
However, considerable judgment is required in prteting market data to develop the estimates ofvlue.
Accordingly, the estimates presented herein arm@o¢ssarily indicative of the amounts that we d¢oeblize in a
current market exchange. The use of different niaaksumptions and/or estimation methodologies raag la
material effect on the estimated fair value amaunts

Cash Equivalents

As of December 31, 2012 and 2011, our cash equitsat®nsisted of money market funds. The fair valueash
equivalents approximates their book value dueeg ghort maturity, which was $0.4 million and $@n8lion as of
December 31, 2012 and 2011, respectively.

Investments in debt securities

As of December 31, 2012 and 2011, we had no inwstin debt securities. Auction rate securitiedwaitrecorded
value of $1.7 million as of December 31, 2010 wireidated during the first quarter of 2011 at tHace amount
of $2.0 million. IPL’s investment in variable ralemand notes at December 31, 2010 consisted &#hdillion
aggregate principal amount of the City of Petergblindiana, Pollution Control Refunding Revenue &®on
Adjustable Rate Tender Securities 1995B Seriesatagbolis Power & Light Company Project (“1995B Bsf),
which were redeemed in November 2011.
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Customer Deposits

Our customer deposits do not have defined matdatgs and therefore, fair value is estimated tthb@amount
payable on demand, which equaled book value. Custdeposits totaled $24.8 million and $23.1 millamof
December 31, 2012 and 2011, respectively.

Pension Assets

As of December 31, 2012, IPL’s pension assetseamegnized at fair value in the determination of wetraccrued
pension obligation in accordance with the guidaiastablished in ASC 715 and ASC 820, which is ritesd
below. For a complete discussion of the impaceobgnizing pension assets at fair value, please tefNote 11,
“Pension and Other Postretirement Benéfits

Indebtedness

The fair value of our outstanding fixed rate ded been determined on the basis of the quoted batikes of the
specific securities issued and outstanding. Irageircumstances, the market for such securites imactive and
therefore the valuation was adjusted to considangas in market spreads for similar securities oAdiagly, the
purpose of this disclosure is not to approximagwhlue on the basis of how the debt might be aefied.

The following table shows the face value and tleviaue of fixed rate and variable rate indebtesdror the
periods ending:

December 31, 2012 December 31, 2011
Face Fair Face Fair
Value Value Value Value
(In Millions)
Fixed-rate $ 9653 $ 11,1443 $ 965.3 $ 1,117.9
Variable-rate 50.0 50.0 64.0 64.0
Total indebtedness $ 10153 $ 1,1943 $ 10293 $ 11,1819

The difference between the face value and the iceymalue of this indebtedness represents unamedrtiiscounts
of $1.1 million and $1.1 million at December 31,120and December 31, 2011, respectively.

Fair Value Hierarchy

ASC 820 defined and established a framework forsmeag fair value and expands disclosures abouvéie
measurements for financial assets and liabilities are adjusted to fair value on a recurring baistBor financial
assets and liabilities that are measured at féirevan a nonrecurring basis, which have been aaljust fair value
during the period. In accordance with ASC 820, weehcategorized our financial assets and liakslitieat are
adjusted to fair value, based on the priority & ithputs to the valuation technique, following theee-level fair
value hierarchy prescribed by ASC 820, as follows:

Level 1 - unadjusted quoted prices for identicakss or liabilities in an active market.

Level 2 - inputs from quoted prices in markets vehieading occurs infrequently or quoted pricesnstruments
with similar attributes in active markets.

Level 3 - unobservable inputs reflecting managefewn assumptions about the inputs used in pritliegasset or
liability.

IPL did not have any financial assets or liabitrmeasured at fair value on a nonrecurring basighahave been

adjusted to fair value during the periods covengthis report. As of December 31, 2012 and 201X eatluding
pension assets — see Note Hefision and Other Postretirement Bengfitd IPL’s financial assets or liabilities
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measured at fair value on a recurring basis wensidered Level 3, based on the fair value hierar¢hg following

table presents those financial assets and liadsliti

Fair Value Measurements

Using Level 3 at

December 31, 2012

December 31, 2011

Financial assets:
Financial transmission rights

Total financial assets measured at fair value $

Financial liabilities:
Other derivative liabilities

Total financial liabilities measured at fair value $

(In Thousands)

$ 413 3 2,779
2,419 $ 2,779

$ 170§ 181
170 % 181

The following table sets forth a reconciliationfiofancial instruments classified as Level 3 in thie value
hierarchy (note, amounts in this table indicateyiag values, which approximate fair values):

Derivative Financial

Instruments, net Investments in

Liability Debt Securities Total
(In Thousands)

Balance at January 1, 2011 $ (7,461) $ 41,669 $ 4,28
Unrealized gain recognized in OCI - 331 331
Unrealized losses recognized in earnings (15) - (15)
Unrealized loss recognized as a regulatory ligbilit (5,095) - (5,095)
Issuances 8,085 - 8,085
Settlements 7,084 (42,000) (3891

Balance at December 31, 2011 $ 2598 % - $ 2598
Unrealized gain recognized in earnings 11 - 11
Issuances 8,832 - 8,832
Settlements (9,192) - (9,192)

Balance at December 31, 2012 $ 2,249 % - $ 2249

Valuation Techniques

Financial Transmission Rights

In connection with IPL’s participation in MISO, the second quarter of each year IPL is granteadhdiiah
instruments that can be converted into cash omiginhTransmission Rights (“FTRs”) based on IPIdseicasted
peak load for the period. FTRs are used in the Mh&®ket to hedge IPL’s exposure to congestion @srghich
result from constraints on the transmission syst@in.converts all of these financial instrument®iRTRs. IPL’'s
FTRs are valued at the cleared auction prices Té&tsHn the MISO’s annual auction. Because of tfieequent
nature of this valuation, the fair value assigreethe FTRs is considered a Level 3 input undefahiesalue
hierarchy required by ASC 820. An offsetting regaitg liability has been recorded as these reveouessts will
be flowed through to customers through the FACs#ah, there is no impact on our Consolidated Stetésrof

Comprehensive Income.
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6. REGULATORY ASSETS AND LIABILITIES

Regulatory assets represent deferred costs otstbdt have been included as allowable costseafitsrfor
ratemaking purposes. IPL has recorded regulat@sta®r liabilities relating to certain costs aedits as authorized
by the IURC or established regulatory practiceadoordance with ASC 980. IPL is amortizing non tetated
regulatory assets to expense over periods rangimg f to 35 years. Tax-related regulatory ass@tesent the net
income tax costs to be considered in future regoygtroceedings generally as the tax-related ansoang paid.

The amounts of regulatory assets and regulatdoilitias at December 31 are as follows:

2012

2011

Recovery Period

Regulatory Assets

(In Thousands)

Current:
Deferred fuel $ 1332 % 7,098
Environmental project costs 3,574 -
DSM program costs - 326
Total current regulatory assets 4,906 7,424
Long-term:
Unrecognized pension and other
postretirement benefit plan costs 341,471 306,923
Income taxes recoverable from
customers 44,259 49,52
Deferred MISO costs 89,479 80,367
Unamortized Petersburg Unit 4 carrying
charges and certain other costs 14,803 15,466
Unamortized reacquisition premium on
debt 27,510 29,086
Environmental project costs 5,935 4,545
Other miscellaneous 382 20
Total long-term regulatory assets 523,839 485,932
Total regulatory assets $ 528,745 $ 493,356
Regulatory Liabilities
Current:
FTR’s $ 2419 $ 2,779
Fuel related 2,500 2,500
Environmental project costs - 3,984
DSM program costs 5,556 -
Total current regulatory liabilities 10,475 9,263
Long-term:
ARO and accrued asset removal costs 9,769 536,920
Unamortized investment tax credit 5,307 6,370
Fuel related 5,277 7,142
Total long-term regulatory liabilities 570,344 550,432
Total regulatory liabilities $ 580,819 % 559,695

Through 2019
Through 2013
Through 2012

Various

Various
To be determirféd

Through 2026

Over agmng life of debt
Through 2021
To be determirf@d

hrdugh 2013Y
Through 2019
Through 20%2
Through 2019

Not Applicable
Through 2021
To be determinéd

@
@)
[©)
)

Recovered (credited) per specific rate orders
Recovery is probable but timing not yet determined
Recovered with a current return

Per IURC Order, offset MISO transmission expansiasts beginning October 2011
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Deferred Fuel

Deferred fuel costs are a component of currentlaégiy assets and are expected to be recoveredgihfoture
FAC proceedings. IPL records deferred fuel in adance with standards prescribed by the FERC. Tfezrdd fuel
adjustment is the result of variances between estidifuel and purchased power costs in IPL's FA€aatual fuel
and purchased power costs. IPL is generally pegcthitt recover underestimated fuel and purchasee@poests in
future rates through the FAC proceedings and thesghe costs are deferred when incurred and azedrinto fuel
expense in the same period that IPL’s rates atestet] to reflect these costs. Deferred fuel wasgalatory asset of
$1.3 million and $7.1 million as of December 3112@&nd December 31, 2011, respectively. The deféusl asset
decreased $5.8 million in 2012 as a result of IR&rging more for fuel than our actual costs tojatisdictional
customers.

Unrecognized Pension and Postretirement Benefit PlaCosts

In accordance with ASC 7I®ompensation — Retirement Benefiaiid ASC 980, we recognize a regulatory asset
equal to the unrecognized actuarial gains and $ossd prior service costs. Pension expenses asedezstbased on
the benefit plan’s actuarially determined pensiahility and associated level of annual expensdsetoecognized.
The other postretirement benefit plan’s deferregkfiecost is the excess of the other postretirdrenefit liability
over the amount previously recognized.

Deferred Income Taxes

This amount represents the portion of deferredrimetaxes that we believe will be recovered thrdudlre rates,
based upon established regulatory practices, wiechit the recovery of current taxes. Accordingiys regulatory
asset is offset by a deferred tax liability aneéxpected to be recovered, without interest, oveptriod underlying
book-tax timing differences reverse and becomeetiitiaxes.

Deferred MISO Costs

These consist of administrative costs for transimmsservices, transmission expansion cost shaaimgd certain
other operational and administrative costs fromMi®0O market. IPL received orders from the IURCt tipanted
authority for IPL to defer such costs and seekveppin a future basic rate case. Recovery of theses is
believed to be probable, but not certain. See BgtRegulatory Matters.”

Asset Retirement Obligation and Accrued Asset Rema¥ Costs

In accordance with ASC 715 and ASC 980, IPL, aletgd utility, recognizes the cost of removal comgat of its
depreciation reserve that does not have an assdd&gal retirement obligation as a deferred lighilThis amount
is net of the portion of legal Asset Retirementi@dgions (“ARQ”) costs that is currently being rgeced in rates.

7. ASSET RETIREMENT OBLIGATIONS

ASC 410"Asset Retirement and Environmental Obligatiorsfdresses financial accounting and reportingefigall
obligations associated with the retirement of Idimgel assets that result from the acquisition, tmcsion,
development and/or normal operation. A legal obiggafor purposes of ASC 410 is an obligation thgtarty is
required to settle as a result of an existing ktatute, ordinance, written or oral contract ordbetrine of
promissory estoppel. ARO liability is included inddellaneous on the accompanying Consolidated BalSheets.
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IPL's ARO relates primarily to environmental issuegolving asbestos, ash ponds, landfills and nlisoeous
contaminants associated with its generating plargssmission system and distribution system. Bliewing is a
reconciliation of the ARO legal liability year ebalances:

2012 2011
(In Millions)
Balance as of January 1 $ 166 $ 15.6
Accretion Expense 1.0 1.0
Balance as of December 31 $ 176 $ 16.6

As of December 31, 2012 and 2011, IPL did not levweassets that are legally restricted for setit®idRO
liability.

8. SHAREHOLDER'S EQUITY
Capital Stock

All of the outstanding common stock of IPL is owrladIPALCO. IPL’s common stock is pledged under
IPALCO'’s $400 million of 7.25% Senior Secured Notiese April 1, 2016 (“2016 IPALCO Notes”) and $400
million of 5.00% Senior Secured Notes due May 1,8202018 IPALCO Notes”). There have been no charige
the capital stock of IPL during the three yearseehBecember 31, 2012.

Dividend Restrictions

IPL’s mortgage and deed of trust and its amendgdes of incorporation contain restrictions on 1®hbility to
issue certain securities or pay cash dividenddo&pas any of the several series of bonds of #8ued under its
mortgage remains outstanding, and subject to cegtadeptions, IPL is restricted in the declaratod payment of
dividends, or other distribution on shares of #pital stock of any class, or in the purchase demgption of such
shares, to the aggregate of its net income, aratbfn the mortgage, after December 31, 1939. fireuat which
these mortgage provisions would have permittedttPdeclare and pay as dividends at December 32,201
exceeded IPL’s retained earnings at that dateddiitian, pursuant to IPL’s articles, no dividendaybe paid or
accrued and no other distribution may be made atsIEommon stock unless dividends on all outstagdihares of
IPL preferred stock have been paid or declaredsahdpart for payment.

IPL is also restricted in its ability to pay diviugs if it is in default under the terms of its dtedyreement, which
could happen if IPL fails to comply with certainvemants. These covenants, among other things,reetiRli to
maintain a ratio of total debt to total capitalizatnot in excess of 0.65 to 1, in order to paydénds. As of
December 31, 2012 and as of the filing of this red®L was in compliance with all financial covemns.and no
event of default existed.

Cumulative Preferred Stock of Subsidiary

IPL has five separate series of cumulative prefesteck. Holders of preferred stock are entitledeteive
dividends at rates per annum ranging from 4.0%@6%. During each year ended December 31, 2012, 26d
2010, total preferred stock dividends declared &€ million. Holders of preferred stock are detitto two votes
per share for IPL matters, and if four full qualstetividends are in default on all shares of thefg@ired stock then
outstanding, they are entitled to elect the smiafiamber of IPL directors to constitute a majoafyPL’s board of
directors. Based on the preferred stockholderditalbd elect a majority of IPL's board of direc®in this
circumstance, the redemption of the preferred shiareonsidered to be not solely within the conbfahe issuer
and the preferred stock was considered temporanyeand presented in the mezzanine level of thted
consolidated balance sheets in accordance witreteeant accounting guidance for non-controllingiasts and
redeemable securities. IPL has issued and outsiguadi0,000 shares of 5.65% Preferred Stock, whiemaw
redeemable at par value, subject to certain réstni in whole or in part. Additionally, IPL hag 853 shares of
preferred stock which are redeemable solely abgtion of IPL and can be redeemed in whole or i @any time
at specific call prices.
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At December 31, 2012, 2011 and 2010, preferredkstonsisted of the following:

December 31, 2012

December 31,

Shares

2012 2011 2010

Outstanding Call Price Par Value, plus premium, if applicable
(In Thousands)

Cumulative $100 par value,

authorized 2,000,000 shares
4% Series 47611$ 11800 $ 5410 $ 5410 $ 5,410
4.2% Series 19,331 103.00 1,933 1,933 1,933
4.6% Series 2,481 103.00 248 248 248
4.8% Series 21,930 101.00 2,193 2,193 2,193
5.65% Series 500,000 100.00 50,000 50,000 50,000

Total cumulative preferred stock 591,353 $ 59,784 $ 59,784 $ 59,784

9. INDEBTEDNESS

Restrictions on Issuance of Debt

All of IPL’s long-term borrowings must first be amved by the IURC and the aggregate amount of IBh&at-
term indebtedness must be approved by the FERCh#Blapproval from FERC to borrow up to $500 nillad
short-term indebtedness outstanding at any timeugir July 28, 2014. As of December 31, 2012, IRb &las
remaining authority from the IURC to, among othHengs, issue up to $135 million in aggregate ppatamount
of long-term debt and refinance up to $110 milliorexisting indebtedness through December 31, 2818 to have
up to $250 million of long-term credit agreements &quidity facilities outstanding at any one timiEL also has
restrictions on the amount of new debt that maisbeed due to contractual obligations of AES andifgncial
covenant restrictions under our existing debt @ians. Under such restrictions, IPL is generdligveed to fully
draw the amounts available on its credit faciligfinance existing debt and issue new debt apprbyedtie IURC

and issue certain other indebtedness.

Credit Ratings

Our ability to borrow money or to refinance exigtimdebtedness and the interest rates at whichawéarrow
money or refinance existing indebtedness are affiloy our credit ratings. In addition, the appliesibterest rates
on IPL’s credit facility (as well as the amountagftain other fees on the credit facility) are defsnt upon the
credit ratings of IPL. Downgrades in the creditrrgs of AES and/or IPALCO could result in IPL’s dieratings

being downgraded.
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Long-Term Debt

The following table presents our long-term indehtess:

December 31,
Series Due 2012 2011
(In Thousands)

IPL First Mortgage Bonds (see below):

6.30% July 2013 $ 110,008 110,000
4.9094? January 2016 30,000 30,000
4.9094? January 2016 41,850 41,850
4.9094? January 2016 60,000 60,000
5.40%4 August 2017 24,650 24,650
3.875% August 2021 55,000 55,000
3.875% August 2021 40,000 40,000
4.55%? December 2024 40,000 40,000
6.60% January 2034 100,000 100,000
6.05% October 2036 158,800 158,800
6.60% June 2037 165,000 165,000
4.875% November 2041 140,000 140,000
Unamortized discount — net (1,096) (1,125)
Total IPL first mortgage bonds 964,204 964,175
Less: Current Portion of Long-term Debt 0,0D0 -
Net Consolidated IPL Long-term Debt $ 854,204 $ 964,175

@ First Mortgage Bonds are issued to the city of Réigrg, Indiana, to secure the loan of proceeds frarious tax-
exempt instruments issued by the city.

@ First Mortgage Bonds are issued to the Indianarfgie@\uthority, to secure the loan of proceeds ftbentax-exempt
bonds issued by the Indiana Finance Authority.

IPL First Mortgage Bonds and Indiana Finance AutlhoBond Issuances

The mortgage and deed of trust of IPL, togethehn Wit supplemental indentures thereto, securdrgtarfortgage
bonds issued by IPL. Pursuant to the terms of thegage, substantially all property owned by IPkubject to a
first mortgage lien securing indebtedness of $984ilBon as of December 31, 2012. The IPL first hgage bonds
require net earnings as calculated thereunder leastttwo and one-half times the annual integtirements
before additional bonds can be authenticated obdbkes of property additions. IPL was in compliandéh such
requirements as of December 31, 2012.

In September 2011, the Indiana Finance Authorgyesl on behalf of IPL an aggregate principal amot$65.0
million of 3.875% Environmental Facilities ReverBends Series 2011A (Indianapolis Power & Light Camp
Project) due August 2021 and an aggregate prineipalunt of $40.0 million of 3.875% EnvironmentatHities
Refunding Revenue Bonds Series 2011B (Indianapaliger & Light Company Project) due August 2021. IPL
issued $95.0 million aggregate principal amourfirsf mortgage bonds to the Indiana Finance Authai 3.875%
to secure the loan of proceeds from these twossefibonds issued by the Indiana Finance Authofitpceeds of
these bonds were used to retire $40.0 million adterg 5.75% IPL first mortgage bonds, and for tbhastruction,
installation and equipping of pollution control iites, solid waste disposal facilities and indisdtdevelopment
projects at IPL’s Petersburg generating station.
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In November 2011, IPL issued $140 million aggregatecipal amount of 4.875% first mortgage bonds du
November 2041. Net proceeds from this offering vagrproximately $138.2 million, after deducting thitial
purchasers’ discount and fees and expenses fafféreng payable by IPL. The net proceeds fromdffering
were used to finance the redemption of the foll@nontstanding indebtedness, including redempti@mpims of
$1.6 million and to pay related fees and expenses:

*  $40.0 million aggregate principal amount of they@if Petersburg, Indiana Pollution Control Refurgdin
Revenue Bonds Adjustable Rate Tender Securiti@hH $eries, Indianapolis Power & Light Company
Project (“1995B Bonds"), variable rate, due 2023;

*  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal
Revenue Bonds, 1994A Series, Indianapolis PowerghtlCompany Project, 5.90% Series, due 2024;

*  $30.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1995C Series, Indianapolis Power & Light @any Project, 5.95% Series, due 2029;

*  $20.0 million aggregate principal amount of they@if Petersburg, Indiana Solid Waste Disposal Regen
Bonds, 1996 Series, Indianapolis Power & Light CampProject, 6.375% Series, due 2029; and

«  $17.35 million aggregate principal amount of thdiéma Development Finance Authority’s Exempt
Facilities Revenue Refunding Bonds, Series 1998ahapolis Power & Light Company Project, 5.95%
Series, due 2030.

In addition, IPL used $10.0 million of the net peeds to partially fund a $12.6 million terminatipelyment on the
interest rate swap related to the 1995B Bonds iveNtber 2011. In accordance with ASC 980, the istawde
swap termination payment is being amortized to rgp@ver the term of the newly issued debt.

In the third quarter of 2012, we reclassified $hdilion aggregate principal amount of 6.30% IPLsfimortgage
bonds due July 2013 frolrong-term debto Short-term debon our Consolidated Balance Sheet as the debiis no
due within one year. Management plans to refindhese bonds in 2013 with a new long-term issuancne
unlikely event that we are unable to refinanceehssnds on acceptable terms using a long-termnssydéPL has
available borrowing capacity on its revolving ciddcility that could be used to satisfy the obliga.

Accounts Receivable Securitization

IPL formed IPL Funding in 1996 as a special-purparstity to purchase receivables originated by IBtspant to a
receivables purchase agreement between IPL an&uRding. IPL Funding also entered into a sale itgcils
defined in the Second Amended and Restated Redesv8hle Agreement, dated as of June 25, 2009, gidn
IPL Funding Corporation, as the Seller, IndianapBlower & Light Company, as the Collection Ageriy& Bank
of Scotland plc, as the Agent, the Liquidity Praanisland Windmill Funding Corporation (“ReceivabBzde
Agreement”), which matured as extended on OctodeP@12. On October 22, 2012, under an amended and
restated sale agreement, which matures on Octdh@02 3, Citibank, N.A. and its affiliate, CRC Fumgl LLC,
replaced The Royal Bank of Scotland plc and Windfihding Corporation as Agent and Investor, respely.
The terms of the new arrangement to IPL are sutisligithe same as that of the previous arrangenmidre Agent
and Investor collectively, are referred to as tRarthasers.” Pursuant to the terms of the Recais&bdle
Agreement, the Purchasers agree to purchase frofiuRding, on a revolving basis, interests in thelpf
receivables purchased from IPL up to the lessét)odin amount determined pursuant to the salatfattilat takes
into account certain eligibility requirements aregerves relating to the receivables, or (2) $50anil That amount
was $50 million as of December 31, 2012 and Dece@bge2011. As collections reduce accounts recégvab
included in the pool, IPL Funding sells ownershiferests in additional receivables acquired fromttPreturn the
ownership interests sold to the maximum amount firehby the sale facility. IPL Funding is includidthe
Consolidated Financial Statements of IPL.

IPL retains servicing responsibilities in its rale collection agent on the amounts due on thersoklvables. Per
the terms of the purchase agreement IPL Funding #ly $0.6 million annually in servicing fees. Alm
accordance with the purchase agreement, the rédessare purchased from IPL at a discounted 1fa8e586 as of
December 31, 2012 facilitating IPL Funding’s alilib pay its expenses such as the servicing feeribed above.
No servicing asset or liability is recorded since $ervicing fee paid to IPL approximates a markit. However,
the Purchasers assume the risk of collection optinehased receivables without recourse to IPhénevent of a
loss.
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The total fees paid to the Purchasers recognizetlesales of receivables were $0.6 million, $0iléan and $0.9
million for the years ended December 31, 2012, 24xid 2010, respectively. These amounts were indlid®ther
interest on the Consolidated Statements of Compsébe Income.

IPL and IPL Funding have indemnified the Purchaseran after-tax basis for any and all damagesek<laims,
etc., arising out of the facility, subject to cémthmitations defined in the Receivables Sale Agnent, in the event
that there is a breach of representations and néggsamade with respect to the purchased receivalld/or certain
other circumstances as described in the Receiv8allesAgreement.

Under the sale facility, if IPL fails to maintaincartain debt-to-capital ratio, it would constitatétermination
event.” As of December 31, 2012, IPL was in compl@with such covenant.

In the event that IPL’s long-term senior unsecunesdlit rating falls below BBB- at S&P and Baa3 atddy’s
Investors Service, the facility agent has the Bhib (i) replace IPL as the collection agent; &ifjddeclare a “lock-
box” event. Under a lock-box event or a terminateent, the facility agent has the ability to requall proceeds of
purchased receivables of IPL to be directed to-lomk accounts within 45 days of notifying IPL. Ar@nation
event would also (i) give the facility agent theiop to take control of the lock-box account, aigddive the
Purchasers the option to discontinue the purchiadditional interests in receivables and causpraiteeds of the
purchased interests to be used to reduce the Ramthinvestment and to pay other amounts oweledtirchasers
and the facility agent. This would have the effgfateducing the operating capital available to B3Lthe aggregate
amount of such purchased interests in receivaBk® iillion as of December 31, 2012).

Line of Credit

In December 2010, IPL entered into a $250 milliosecured revolving credit facilities credit agreetrighe
“Credit Agreement”) with a syndication of banks.el@redit Agreement originally included two facaii (i) a
$209.4 million committed line of credit for lettew$ credit, working capital and general corporateppses and (ii)
a $40.6 million liquidity facility, which was dedited for the sole purpose of providing liquidity &rtain variable
rate unsecured debt issued on behalf of IPL. Assalt of the November 2011 IPL financing activigsdribed
above, the credit agreement was amended in Feb204%/to eliminate the $40.6 million liquidity féity and to
increase the committed line of credit for lettefsmdit, working capital and general corporatepmses by the
same amount resulting in one facility in the amafr$250 million. The Credit Agreement matures aetBmber
14, 2015 and bears interest at variable ratesfageddan the Credit Agreement. Prior to executithti, had existing
general banking relationships with the partieia agreement. As of December 31, 2012 and 2011h&d $0.0
million and $14.0 million outstanding borrowings the committed line of credit, respectively.

Debt Maturities

Maturities on long-term indebtedness subsequebettember 31, 2012, are as follows:

Year Amount
(In Thousands)
2013 $ 110,000
2014 -
2015 -
2016 131,850
2017 24,650
Thereafter 698,800
Total $ 965,300
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10. INCOME TAXES

IPL follows a policy of comprehensive interperiatome tax allocation. Investment tax credits relateutility
property have been deferred and are being amorizedthe estimated useful lives of the relategprty.

AES files federal and state income tax returns tvisicnsolidate IPALCO and IPL. Under a tax shariggeament
with IPALCO, IPL is responsible for the income tax@ssociated with its own taxable income and rectirel
provision for income taxes as if IPL filed separaimme tax returns. IPL is no longer subject t8.lbr state
income tax examinations for tax years through M&¢h2001, but is open for all subsequent periods.

On May 10, 2011, the state of Indiana enacted HBils&004, which phases in over four years a 2%ucion to
the state corporate income tax rate. Upon enactoféhe law in the second quarter of 2011, anahadjustment to
the deferred tax balances was recorded accorditigetanticipated reversal of temporary differenteshe fourth
quarter of each tax year until the tax rate becdimaswith the 2016 tax year, the reversal of tkmporary
differences is to be re-evaluated and the apprigpaidjustment to the deferred tax balances is ret@rded. The
change in required deferred taxes on plant and-pédated temporary differences for 2012 tax yeaevaluation
resulted in a reduction of the associated regulasset of $0.9 million. The change in requirecedef taxes on
non-property related temporary differences whighraot probable to cause a reduction in future bastmer rates
resulted in a tax benefit of $0.2 million in 20The statutory state corporate income tax ratehl?.75% for
2013.

In December 2011, the Internal Revenue Serviceighdd regulations (T.D. 9564) under Internal ReeeGode
Section 263(a) on the deduction and capitalizadfoexpenditures related to tangible property. Thregeilations are
applicable to taxable years beginning on or afwuary 1, 2014 (as amended, IRS Announcement 2D\ are
evaluating the application of these tax provisiaiich may significantly change the timing of futuneome tax
payments.

The following is a reconciliation of the beginniagd ending amounts of unrecognized tax benefitthiyear
ended December 31, 2012, 2011 and 2010:

2012 2011 2010
(In Thousands)

Unrecognized tax benefits at January 1 $ 5,354 $ 4,757 $ 7,947
Gross increases — current period tax positions 997 753 753
Gross decreases — prior period tax positions (213) (156) (3,943)

Unrecognized tax benefits at December 31 $ 6,138 $ 5,354 $ 4,757

The unrecognized tax benefits at December 31, 2@p2esent tax positions for which the ultimateudsiility is
highly certain but for which there is uncertainboat the timing of such deductibility. Becauselod tmpact of
deferred tax accounting, other than interest amélties, the timing of the deductions will not afféhe annual
effective tax rate but would accelerate the taxypayts to an earlier period.

Tax-related interest expense and income is repadqzhrt of the provision for federal and stat®ine taxes.
Penalties, if incurred, would also be recognized asmponent of tax expense. The income tax pravisicludes
interest expense/(income) of ($0.0 million), ($Million), and $(0.7 million) million for the yeaended December
31, 2012, 2011 and 2010, respectively.
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Federal and state income taxes charged to incoenasdiollows:

2012 2011 2010
(In Thousands)
Charged to utility operating expenses:
Current income taxes:
Federal $ 55201 $ 54,377 $ 61,999
State 16,641 16,539 18,818
Total current income taxes 71,842 70,916 80,817
Deferred income taxes:
Federal (3,285) (5,027) (4,697)
State 204 (1,608) 53B,
Total deferred income taxes (3,081) (6,635) (3,158)
Net amortization of investment credit (1,599) (1,672) (1,720)
Total charge to utility operating expenses 67,162 62,609 75,939
Charged to other income and deductions:
Current income taxes:
Federal 395 2,883 (286)
State 245 916 39
Total current income taxes 640 3,799 (247)
Deferred income taxes:
Federal 10 (5) (N
State 4 5 4) (
Total deferred income taxes 14 - (5)
Net credit to other income and deductions 654 3,799 (252)
Total federal and state income tax provisions $ 67,816 $ 66,408 $ 75,687

The provision for income taxes (including net inwesnt tax credit adjustments) is different thanaheunt
computed by applying the statutory tax rate togé@come. The reasons for the difference, stadesl@ercentage

of pretax income, are as follows:

2012 2011 2010
Federal statutory tax rate 35.0% 35.0% 35.0%
State income tax, net of federal tax benefit 65 .06 6.8
Amortization of investment tax credits (0.9) (1.0) (0.9)
Depreciation flow through and amortization 1.0 0.7 04
Manufacturers’ Production Deduction (Sec. 199) 0Y3. (2.4) (2.7)
Change in tax reserves (0.0) (0.0) (0.2)
Other — net 0.9 0.4 0.3
Effective tax rate 39.5% 38.7% 38.7%

Internal Revenue Code Section 199 permits taxpdgestaim a deduction from taxable income attrilblgao
certain domestic production activities. IPL’s etecproduction activities qualify for this deduatioThe deduction
was equal to 9% of qualifying production activitgdinning in 2010 and thereafter. The tax benefibaimted with
the Internal Revenue Code Section 199 domesticugstamh deduction for 2011 and 2010 was $4.0 milbmd $5.0

million, respectively. The benefit for 2012 is estited to be $5.2 million.
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The significant items comprising IPL’s net accuntethdeferred tax liability recognized on the autlite
Consolidated Balance Sheets as of December 31,&%12011, are as follows:

2012 2011
(In Thousands)

Deferred tax liabilities:

Relating to utility property, net $ 47551 $ 483,26
Regulatory assets recoverable through future rates 197,909 181,593
Other 12,643 15,288
Total deferred tax liabilities 686,069 680,142
Deferred tax assets:

Investment tax credit 3,216 3,855
Regulatory liabilities including ARO 229,025 220,491
Employee benefit plans 114,420 106,243
Other 8,276 10,366
Total deferred tax assets 354,937 340,955
Accumulated net deferred tax liability 331,132 339,187
Less: Net current deferred tax asset (10,782) (12,323)
Accumulated deferred income taxes — net $ 341914 $ 351,510

11. PENSION AND OTHER POSTRETIREMENT BENEFITS

Approximately 85% of IPL’s active employees are@@d by the Employees’ Retirement Plan of Indiatiapo
Power & Light Company (“Defined Benefit PensioniiP)aas well as the Employees’ Thrift Plan of Indagolis
Power & Light Company (“Thrift Plan”). The Defindgenefit Pension Plan is a qualified defined berpéin,
while the Thrift Plan is a qualified defined cobtrtion plan. The remaining 15% of active employaescovered
by the AES Retirement Savings Plan. The AES Regr@ravings Plan (“RSP”) is a qualified definedtdbation
plan containing a profit sharing component. All aarion new hires are covered under the RSP, whikrhational
Brotherhood of Electrical Workers (“IBEW”) physicahit union new hires are covered under the DefiBedefit
Pension Plan and Thrift Plan. Beginning in 20078 clerical-technical unit new hires are no longevered
under the Defined Benefit Pension Plan but do wecanh annual lump sum company contribution intoTtheft
Plan. This lump sum is in addition to the IPL mad¢tparticipant contributions up to 5% of base cengation. The
Defined Benefit Pension Plan is noncontributory enfilinded through a trust. Benefits are basedagh éndividual
employee’s pension band and years of service agsegpto their compensation. Pension bands are Ipaisealily
on job duties and responsibilities.

Additionally, a small group of former officers atftkir surviving spouses are covered under a fund@equalified
Supplemental Retirement Plan of Indianapolis Pa&kight Company (“Supplemental Retirement Plan"hel
total number of participants in the plan as of Delser 31, 2012 was 26. The plan is closed to neticgzants.

In addition, IPL provides postretirement healthechenefits to certain active or retired employaestae spouses
of certain active or retired employees. Approxirhale33 active employees and 71 retirees (includipguses) were
receiving such benefits or entitled to future béeefs of January 1, 2012. The plan is unfundeés&h
postretirement health care benefits and the relaidéigation were not material to the consolidatedricial
statements in the periods covered by this report.
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The following table presents information relatiogtie Pension Plans:

Pension benefits
as of December 31,
2012 2011

(In Thousands)

Change in benefit obligation:
Projected benefit obligation at beginning M easurgniate (see below)
$679,261 $ 607,40¢

Service cost 7,986 7,234
Interest cost 30,232 31,82¢
Actuarial (gain) loss 69,099 62,587
Amendments (primarily increases in pension bands) 7,349 8:
Benefits pai (30,327 (29,878
Projected benefit obligation at ending M easureniste 763,600 679,261

Change in plan assets:

Fair value of plan assets at beginning M easurebats 426,384 412,611
Actual return on plan assets 50,713 6,30t
Employer contributions 48,312 37,34t
Benefits pai (30,327 (29,877

Fair value of plan assets at ending Measuremera Dat 495,082 426,382

Funded status $(268,518) $(252,877)

Amounts recognized in the statement of financial mtion under

ASC 715:

Current liabilities $ -8
Noncurrent liabilities (268,518) (252,877)

Net amount recognized $(268,518) $(252,877)

Sources of change in regulatory assets
Prior service cost (credit) arising during period #,350 $ 82
Net loss (gain) arising during p eriod 50,938 8,480
Amortization of prior service (cost) credit 4,246) (4,346)
Amortization of gain (loss) (19,471) (13,306)

Total recognized in regulatory assefd $ 34,571 $ 70,88(

Total amounts included in accumulated other comgrsive income
(loss) NA(1) NA(1)

Amounts included in regulatory assets and liabilites™:

Net loss (gain) $ 314,557 $ 283,08¢
Prior service cost (cred 33,83¢ 30,73¢
Total amounts included in regulatory assets (liabities) $ 348,393 $ 313,821

@ Represents amounts included in regulatory askaiditjes) yet to be recognized as
components of net prepaid (accrued) benefit costs.
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Effect of ASC 715

ASC 715 requires a portion of pension and othetrptisement liabilities to be classified as currkalilities to the
extent the following year's expected benefit paytaeme in excess of the fair value of plan asget®ach Pension
Plan has assets with fair values in excess ofdl@ing year's expected benefit payments, no an®have been
classified as current. Therefore, the entire nedwarhrecognized in IPALCO’s Consolidated Balanceet$ of
$268.5 million is classified as a long-term liatyili

Information for Pension Plans with a benefit obligaion in excess of plan assets

Pension benefits
as of December 31,

2012 2011
(In Thousands)
Benefit obligation $ 763,600 $ 679,261
Plan assets 495,082 426,384
Benefit obligation in excess of plan assets $ 268518 $ 252,877

IPL’s total benefit obligation in excess of plasets was $268.5 million as of December 31, 2018{$¥2million
Defined Benefit Pension Plan and $1.5 million Seppntal Retirement Plan).

Information for Pension Plans with an accumulated knefit obligation in excess of plan assets

Pension benefits
as of December 31,

2012 2011
(In Thousands)
Accumulated benefit obligation $ 7465542 $ 664,212
Plan assets 495,082 426,384

Accumulated benefit obligation in excess of plasets $ 251460 $ 237,828

IPL’s total accumulated benefit obligation in exses$ plan assets was $251.5 million as of Decerg@bheP012
($250.0 million Defined Benefit Pension Plan ands$illion Supplemental Retirement Plan).

Pension Benefits and Expense

The Pension Plans incurred a net actuarial 102912 of $50.9 million, comprised of two parts (n€t) $18.2
million of pension asset actuarial gain, whichiisnarily due to the higher than expected returrassets in 2012,
and (2) $69.1 million of pension liability actudriass, which is primarily due to a decrease indlegeount rate that
is used to value pension liabilities. The Pensiam®have a cumulative unrecognized net loss o $3dillion,
which has accumulated over time primarily due ®Ilting-term declining trend in corporate bond rattes lower
than expected return on assets during the year, 20@8the adoption of new mortality tables whictr@ased the
expected benefit obligation due to the longer etguktives of participants, since ASC 715 was adibpide
unrecognized net loss, to the extent that it exsd®86 of the greater of the benefit obligationtar &ssets, will be
amortized and included as a component of net piertmehefit cost in future years. The amortizatienigd is
approximately 10.4 years based on estimated dempbigrdata as of December 31, 2012. The projectadfite
obligation of $763.6 million, less the fair valukassets of $495.1 million results in a fundedustatf ($268.5
million) at December 31, 2012.
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Pension benefits for
years ended December 31,
2012 2011 2010
(In Thousands)

Components of net periodic benefit cost:

Service cost $ 7,98! $ 723 % 6,59(
Interest cost 30,232 31,828 31,577
Plan settlements - - 204
Expected return on plan assets (32,554) (32,168) (29,250)
Amortization of prior service cost 4,246 4,346 3,476
Recognized actuarial loss 19,471 13,306 11,838
Total pension cost 29,381 24,546 24,435
Less: amounts capitalized 2,497 2,258 2,321
Amount charged to expense $ 26,88 $ 2228 $ 22,11
Rates relevant to each year’'s expense calculations:
Discount rate — defined benefit pension plan 4.56% 5.38% 5.93%
Discount rate — supplemental retirement plan 4.37% 5.09% 5.27%/5.08%%
Expected return on defined benefit pension plartass 7.50% 7.75% 8.00%
Expected return on supplemental retirement plaetgass 7.50% 7.75% 8.00%

W 5.27% for the period January 1, 2010 through MBy2®10, 5.08% for the settlement on May 31, 2Qidthe
period June 1, 2010 through December 31, 2010.

Pension expense for the following year is deterchime of the December 3ineasurement date based on the fair
value of the Pension Plans’ assets, the expectedtym rate of return on plan assets and a discatemused to
determine the projected benefit obligation. In lelshing our expected long-term rate of return agstion, we
consider historical returns, as well as, the exqub@iiture weighted-average returns for each atzed based on the
target asset allocation. For 2012, pension expeasadetermined using an assumed long-term ratetufrr on plan
assets of 7.50%. As of the December 31, 2012 mesemunt date, IPL decreased the discount rate fr66%4 1o
3.80% for the Defined Benefit Pension Plan and efesed the discount rate from 4.37% to 3.41% for the
Supplemental Retirement Plan. The discount ratenagson affects the pension expense determinedGas. In
addition, IPL decreased the expected long-termafteturn on plan assets from 7.50% to 7.25% #ffedJanuary
1, 2013. The expected long-term rate of returnrapsion affects the pension expense determinedGaB2The
effect on 2013 total pension expense of a 25 lpmsig increase and decrease in the assumed disatens ($1.7
million) and $1.8 million, respectively. The effemt 2013 total pension expense of a 100 basis puirgase and
decrease in the expected long-term rate of retamplan assets is ($5.3 million) and $5.3 milliosspectively.

Expected amortization
The estimated net loss and prior service costiiPension Plans that will be amortized from tlyailatory asset
into net periodic benefit cost over the 2013 plaaryare $22.7 million and $4.9 million, respectv@efined

Benefit Pension Plan of $22.6 million and $4.9 imil| respectively; and the Supplemental Retirerfdan of $0.1
million and $0.0 million, respectively).
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Pension Assets

Fair Value Measurements

Fair value is defined under ASC 820 as the pria¢ Would be received to sell an asset or paidataster a liability
in an orderly transaction between market partidipanhthe measurement date (i.e., an exit pride).fair value
hierarchy prioritizes the inputs to valuation teicjues used to measure fair value. The hierarchgsgire highest
priority to unadjusted quoted prices in active negslfor identical assets and liabilities (Levehh}l the lowest
priority to unobservable inputs (Level 3) as disagsin Note 2. IPL had a transfer of pension asgifisa fair
value of $20.6 million from Level 1 to Level 2 induary 2011. There were no transfers of pensicetabstween
Level 1 and Level 2 in 2012. IPL’s policy regardiasgset transfers is to record the transfer onrémester date.

Purchases and sales of securities are recordedradeadate basis. Interest income is recordecuared. Dividends
are recorded on the ex-dividend date. Net appieni@cludes the Plan’s gains and losses on investsnbought
and sold, as well as held, during the year.

Following is a description of the valuation methlmdpes used for each major class of assets anditied
measured at fair value:

e Other than common/collective trust funds, hedgaléuand non U.S. government fixed income securities,
all the Plan’s investments are actively traded wmpen market and are categorized as Level 1 ifiaihe
value hierarchy.

« All of the Plan’s hedge funds report the net asatite (NAV) from the funds audited financial statarts
of the Plan’s interest based on the fair valuehefhiedge funds’ underlying investments as detemhine
accordance with the American Institute of Certiffedblic AccountantsAccounting and Auditing Guide
for Investment Companies

* Investments in hedge funds are valued using therghble NAV of the Plan’s interest as of Decemhkr 3
2012, provided by the underlying hedge fund. ThenPhay redeem its ownership interests in hedgesfund
at NAV, with 60 days’ notice, on either quarterlysemiannual terms.

 The Plan’s investments in common/collective trughds are valued at the NAV of the units of the
common/collective trust funds held by the Plan atryend. The Plan may redeem its units of the
common/collective trust funds at NAV daily. Thes@&Ws have been determined based on the market
value of the underlying equity securities held iy tommon/collective trust funds.

* The Plan’s investments in corporate bonds are ddien third-party pricing sources but they genlgrdb
not represent transaction prices for the identsealurity in an active market nor does it represkia
obtained from an exchange.

e The Fund’s investments in hedge funds, commonicible trust funds and non U.S. government fixed
income securities have been recorded at fair vahgeare all categorized as Level 2 investmentberfdir
value hierarchy.

The primary long-term investment objective of manggension assets is to achieve a total returalgquor
greater than the weighted average targeted rattuwh (see table below). Additional objectiveduae
maintenance of sufficient income and liquidity fypetirement benefits, as well as, a long-ternmuatired rate of
return (net of relevant fees) that meets or excdeslassumed targeted rate. In order to achiese thiejectives, the
plan seeks to achieve a long-term above-averagergitirn consisting of capital appreciation armbime. Though
it is the intent to achieve an above-average rethat intent does not include taking extraordindgsi¢s or engaging
in investment activities not commonly considereddant. In times when the securities markets dematest
uncommon volatility and instability, it is the imteto place more emphasis on the preservationio€ipal. Please
refer to the table below for more detailed inforimatconcerning the target allocations, allocatianges, expected

123



annual return, and expected standard deviatioheo&pplicable pension asset categories. The explxtg-term
rate of return on pension assets is based on suegsions in the table below.

The investment management of the pension assetsaaraged with the following asset allocation guitks:

Lower Target Upper
Limit Allocation Limit Return (2) Risk (3)
Liability Hedging Portfolio (1)
Liability Manager Fixed Income 10.0% 16.0% 40.0% 5.3% 6983.
Core Fixed Inocme 10.0% 16.0% 22.0% 5.4% 3.8%
Growth Portfolio
High Yield Fixed Income 3.0% 8.0% 13.0% 8.9% 9.5%
U.S. Large Cap Equity 20.0% 30.0% 40.0% 10.4% 15.4%
U.S. Mid Cap Equity 2.5% 5.0% 7.5% 11.2% 17.1%
U.S. Small Cap Equity 2.5% 5.0% 7.5% 12.0% 19.9%
International Equity 5.0% 10.0% 15.0% 10.3% 17.7%
REIT 0.0% 5.0% 10.0% 10.4% 18.8%
Hedge Funds (4) 0.0% 5.0% 10.0% 9.3% 8.4%

(1) Upper Limit for all assets held in the LiatyilHedging Portfolio is 40%
(2) BExpected long-term annual return

(3) Bxpected standard deviation

(4) Alternative investments (combined) not to etd0%
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The fair values of the pension plan assets at DeeeB1, 2012, by asset category are as follows:

Fair Value Measurements at
December 31, 2012 (in thousands)

Quoted Prices in  Significant
Active Markets for  Observable
Identical Assets Inputs
Asset Category Total (Level 1) (Level 2) %
Cash and Cash Equivalents $ 42,139 $ 42,139 $ - 9%
Equity Securities:
Common stock 96,347 96,347 - 19%
REIT 22,330 22,330 - 5%
Fixed Income Securities:
Government debt securities 25,170 25,170 - 5%
Corporate debt securities 148,553 - 148,553  30%
Other types of investments:
Mutual fund - Equities 51,154 51,154 - 10%
Mutual fund - Debt 3,626 3,626 - 1%
Mutual fund - REIT 174 174 - 0%
Hedge fund - Equity 35,498 - 35,498 7%
Common/collective trust funds 70,091 - 70,091  14%
Total $ 495,082 $ 240,940 $ 254,142 100%
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The fair values of the pension plan assets at DieeeB1, 2011, by asset category are as follows:

Fair Value Measurements at
December 31, 2011 (in thousands)
Quoted Prices in  Significant
Active Markets for  Observable

Identical Assets Inputs

Asset Category Total (Level 1) (Lewel 2) %
Cash and Cash Equivalents $ 14984 % 14,984 $ - 1%
Equity Securities:

Common stock 99,152 99,152 - 23%

Preferred stock 718 718 - 0%

REIT 20,340 20,340 - 5%
Fixed Income Securities:

Government debt securities 30,542 30,542 - 7%

Corporate debt securities 77,838 - 77,838 18%

Other debt securities 49,650 - 49,650 12%
Other types of investments:

Mutual fund - Equities 38,054 38,054 - 9%

Mutual fund - Debt 1,748 1,748 - 0%

Mutual fund - REIT 149 149 - 0%

Hedge fund - Equity 32,432 - 32,432 8%

Common/collective trust fund (1) 60,777 - 60,777 14%
Total $ 426,384 $ 205,687 $ 220,697 100%

(1) On January 26, 2011, we transferred Level lirtggs with a fair value of $20.6 million to a camn/collective
trust fund. This resulted in a transfer of $20iian from Level 1 to Level 2 because the fairualbf the interest in
the common/collective trust fund is classified asél 2 within the fair value hierarchy.
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Pension Funding

We contributed $48.3 million, $37.3 million, and8$2 million to the Pension Plans in 2012, 2011, 200,
respectively. Funding for the qualified Defined B&nhPension Plan is based upon actuarially deteschi
contributions that take into account the amounudgdle for income tax purposes and the minimuntriloution
required under Employee Retirement Income Secgtyof 1974, as amended by the Pension ProtectiirofA
2006, as well as targeted funding levels necessameet certain thresholds. Management does nogrdly expect
any of the pension assets to revert back to IPingi2013.

From an ERISA funding perspective, IPL’s fundinggtet liability shortfall is estimated to be appnaately $104
million as of January 1, 2013. The shortfall mustflinded over seven years. In addition, IPL mussi abntribute
the normal service cost earned by active parti¢gpdaring the plan year. The funding normal costdgected to be
about $8.1 million in 2013, which includes $3.1lit for plan expenses. Each year thereafteéhgfplan’s
underfunding increases to more than the preseneafithe remaining annual installments, the exisessparately
amortized over a new seven year period. IPL aleiitéund $49.6 million in January, 2013 which sigis all
funding requirements for the calendar year 20H.'d funding policy for the Pension Plans is to trifiute
annually no less than the minimum required by applie law, and no more than the maximum amountcédrabe
deducted for federal income tax purposes.

Benefit payments made from the Pension Plans toyéars ended December 31, 2012 and 2011 were S80dh
and $29.9 million respectively. Projected benediyments are expected to be paid out of the PeRdans as
follows:

Pension

Year Benefits
(In Thousands)

2013 $ 51,238
2014 34,665
2015 36,274
2016 37,557
2017 38,962
2018 through 2022 (in total) 216,051

Defined Contribution Plans

All of IPL's employees are covered by one of twdirkd contribution plans, the Thrift Plan or theRRS

The Thrift Plan

Approximately 85% of IPL’s active employees area®d by the Thrift Plan, a qualified defined cdmition plan.
All union new hires are covered under the ThrieilRlwhile non-union new hires are covered by thB.RS

Participants elect to make contributions to thefT Rlan based on a percentage of their base cosagien. Each
participant’s contribution is matched up to certhiresholds. The IBEW clerical-technical union nigives receive
an annual lump sum company contribution into thaffRlan in addition to the IPL match. Employemtdbutions
to the Thrift Plan were $2.9 million, $2.9 milli@nd $2.9 million for 2012, 2011 and 2010, respetyiv

The AES Retirement Savings Plan

Approximately 15% of IPL’s active employees are@®d by the RSP, a qualified defined contributitamp
containing a profit sharing component. Participaist to make contributions to the RSP based mereentage of
their taxable compensation. Each participant’s rdoution is matched in amounts up to, but not edoag 5% of
the participant’s taxable compensation. In addjttbe RSP has a profit sharing component wherebyétributes
a percentage of each employee’s annual salaryhietplan on a pre-tax basis. The profit sharingg®iage is
determined by the AES Board of Directors on an ahbasis. Employer payroll-matching and profit g
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contributions (by IPL) relating to the RSP wereZbiillion, $2.2 million and $1.1 million for 2012011 and 2010,
respectively.

12. COMMITMENTS AND CONTINGENCIES
Legal Loss Contingencies

IPL is a defendant in approximately twenty pendagsuits alleging personal injury or wrongful deatamming
from exposure to asbestos and asbestos contairodggis formerly located in IPL power plants. IPAstbeen
named as a “premises defendant”, which means Bhatlid not mine, manufacture, distribute or instabestos or
asbestos containing products. These suits havelyeaght on behalf of persons who worked for carttnes or
subcontractors hired by IPL. IPL has insurance tini@y cover some portions of these claims; culyetiibse
cases are being defended by counsel retained lusansurers who wrote policies applicable topkeiod of time
during which much of the exposure has been alleged.

It is possible that material additional loss wiglgard to the asbestos lawsuits could be incurrethig\time, an
estimate of additional loss cannot be made. IPLsk#ted a number of asbestos related lawsuitarfarunts which,
individually and in the aggregate, were not mateadPL’s results of operations, financial conditj or cash flows.
Historically, settlements paid on IPL’s behalf hde=n comprised of proceeds from one or more insateng
with comparatively smaller contributions by IPL. ditionally, several cases have been dismissed dpltintiffs in
the past few years without requiring a settlem#érg.are unable to estimate the number of, the effedr losses of
or range of loss which are reasonably possible ffarpending lawsuits or any additional asbestds.su
Furthermore, we are unable to estimate the podi@settiement amount, if any, that may be paidhfany
insurance coverage for any known or unknown claifwesordingly, there is no assurance that the pendimany
additional suits will not have a material advereat on IPL'’s results of operations, financial ddion, or cash
flows.

In addition, IPL is involved in litigation arising the normal course of business. While the regfluch litigation
cannot be predicted with certainty, managemenetbes that the final outcome will not have a materiverse
effect on IPL’s results of operations, financiahddion, or cash flows. Amounts accrued or experisetegal or
environmental contingencies collectively during fegiods covered by this report have not been nahter|PL's
audited Consolidated Financial Statements.

Environmental Loss Contingencies

We are subject to various federal, state, regiandllocal environmental protection and health afdtg laws and
regulations governing, among other things, the gaima, storage, handling, use, disposal and tiateton of
hazardous materials; the emission and discharpazardous and other materials into the environnzamt;the
health and safety of our employees. These lawseqdations often require a lengthy and complexess of
obtaining and renewing permits and other governaientthorizations from federal, state and locahaggs.
Violation of these laws, regulations or permits casult in substantial fines, other sanctions, jerewvocation
and/or facility shutdowns. We cannot assure thahaxee been or will be at all times in full compl@with such
laws, regulations and permits.

New Source Review

In October 2009, IPL received a Notice of Violati8NOV") and Finding of Violation from the EPA purant to
the Federal Clean Air Act Section 113(a). The N&liéges violations of the Federal Clean Air ActRit’s three
coal-fired electric generating facilities datingckdo 1986. The alleged violations primarily pemtéd the
Prevention of Significant Deterioration and nonattaent New Source Review requirements under thefaéd
Clean Air Act. Since receiving the letter, IPL mgaeent has met with the EPA staff regarding poss#dolutions
of the NOV. At this time, we cannot predict themfbite resolution of this matter. However, settletaemd litigated
outcomes of similar cases have required compaaipay civil penalties, install additional pollutieontrol
technology on coal-fired electric generating urigtire existing generating units, and invest idiadnal
environmental projects. A similar outcome in thése could have a material impact on our businesswdild seek
recovery of any operating or capital expenditusdated to air pollution control technology to reduegulated air
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emissions; however, there can be no assurancewé¢habuld be successful in that regard. IPL hasndsd a
contingent liability related to this matter.

13. SALE OF OATSVILLE COAL RESERVE

In June 2011, IPL completed the sale of coal rigini$ a small piece of land in Indiana (the “Oatev@oal
Reserve”) for a sale price of $13.5 million. Theperty had a carrying value of $0.2 million. Th&at@ain
recognized on the sale of $13.3 million was incth@deMiscellaneous Income and (Deductions) - NetarrOther
Income and (Deductions) in the accompanying Codatdd Statements of Comprehensive Income.

14. RELATED PARTY TRANSACTIONS

IPL participates in a property insurance programwiich IPL buys insurance from AES Global Insurance
Company, a wholly-owned subsidiary of AES. IPL @& self-insured on property insurance with the etiom of a
$5 million self-insured retention per occurrencrcépt for IPL’s large substations, IPL does notyarsurance on
transmission and distribution assets, which aresidened to be outside the scope of property ingerafES and
other AES subsidiaries, including IPL, also papt#te in the AES global insurance program. IPL gagmiums for
a policy that is written and administered by adtparty insurance company. The premiums paid tottiid party
administrator by the participants are deposited @ntrust fund owned by AES Global Insurance Coryphut
controlled by the third party administrator. Thesttto IPL of coverage under this program was apprately $2.9
million, $3.2 million, and $4.0 million in 2012, 2@, and 2010, respectively, and is recorded in Qiperating
expenses on the accompanying Consolidated Stateme@omprehensive Income. As December 31, 2012 and
2011, we had prepaid approximately $1.5 million &acs million, respectively, which is recorded irePayments
and other current assets on the accompanying Gdated Balance Sheets.

IPL participates in an agreement with Health andfsve Benefit Plans LLC, an affiliate of AES, torpeipate in a
group benefits program, including but not limited health, dental, vision and life benefits. Healtld Welfare
Benefit Plans LLC administers the financial aspectfie group insurance program, receives all puempayments
from the participating affiliates, and makes alhgler payments. The cost of coverage under thisrprogvas
approximately $22.8 million, $22.6 million, and $2nillion in 2012, 2011 and 2010, respectivelyd &recorded
in Other operating expenses on the accompanyingdidated Statements of Comprehensive Income. As of
December 31, 2012 and 2011 we had prepaid apprtedyr2.4 million and $2.1 million for coverage wmndhis
plan, which is recorded in Prepayments and otheentiassets on the accompanying Consolidated Bal@heets.

AES files federal and state income tax returns tviciensolidate IPALCO and its subsidiaries, inclgdiBL. Under
a tax sharing agreement with IPALCO, IPL is resjiaagor the income taxes associated with its oaxable
income and records the provision for income taxsisgia separate return method. IPL had a receilzdiéaice
under this agreement of $5.0 million as of Decen®31er2012, which is recorded in Prepayments anerathrrent
assets on the accompanying Consolidated BalanatsSheL had a payable balance under this agreeofiét9
million as of December 31, 2011, which is recorde®ther current liabilities on the accompanyingh€alidated
Balance Sheets.

Long-term Compensation Plan

During 2012, 2011 and 2010, many of IPL’s non-ureomployees received benefits under the AES Long-ter
Compensation Plan, a deferred compensation progrhimtype of plan is a common employee retentoarh tised
in our industry. Benefits under this plan are gedrith the form of performance units payable in casth AES
restricted stock units and options to purchaseeshair AES common stock. All such components vettinds over
a three year period and the terms of the AES o#stfistock unit issued prior to 2011 also include@year
minimum holding period after the awards vest. Avgamthde in 2011 and for subsequent years will nagubgect to
a two year holding period. In addition, the perfarroe units payable in cash are subject to cert&i® performance
criteria. Total deferred compensation expense oexbduring 2012, 2011 and 2010 was $0.8 million2 $dillion
and $1.7 million, respectively and was include®ther Operating Expenses on IPL’s Consolidatece8tants of
Comprehensive Income. The value of these bensfliging recognized over the 36 month vesting pexiatia
portion is recorded as miscellaneous deferred tsredih the remainder recorded as paid in capitdlRL.’s
Consolidated Balance Sheets in accordance with ABBCCompensation — Stock Compensation.”
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See alsdThe AES Retirement Savings Plaimtluded in Note 11'Pension and Other Postretirement Benefits’
the audited Consolidated Financial Statements lofdPa description of benefits awarded to IPL eoyeles by
AES under the RSP.

15. SEGMENT INFORMATION

Operating segments are components of an entefprisenich separate financial information is avaiéabnd is
evaluated regularly by the chief operating decisiaker in assessing performance and deciding h@aldoate
resources. All of IPL’s current business consi$the generation, transmission, distribution arid sé electric
energy, and therefore IPL had only one reportadfgrent.

16. QUARTERLY RESULTS (UNAUDITED)

Operating results for the years ended Decembe2@ll2 and 2011, by quarter, are as follows:

2012
March 31 June 30 September 30 December 31
(In Thousands)
Operating revenue $ 301,108 292,659 $  324,478% 311,536
Operating income 37,951 34,583 50,227 40,139
Net income 23,744 20,316 35,505 24,564
2011
March 31 June 30 September 30 December 31
(In Thousands)
Operating revenue $ 289,165 279,943 $ 320,550 % 282,266
Operating income 35,726 36,137 48,451 32,339
Net income 23,189 30,547 34,810 16,852

The quarterly figures reflect seasonal and weathlated fluctuations that are normal to IPL’s opierss.

Kkkkkkkkkkkkk
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

We maintain disclosure controls and proceduresdtetiesigned to ensure that information requindsktdisclosed
in the reports that we file or submit under the liamge Act, is recorded, processed, summarizedegroited within
the time periods specified in the Securities andharnge Commission’s rules and forms, and that sifohmation

is accumulated and communicated to the principatetive officer and principal financial officer, appropriate, to
allow timely decisions regarding required disclesur

Evaluation of Disclosure Controls and Procedures

We carried out an evaluation, under the superviaimhwith the participation of our management,udaig the
principal executive officer and principal financaficer, of the effectiveness of our “disclosuentrols and
procedures” (as defined in the Exchange Rules B8a}knd 15-d-15(e) as required by paragraph (H)eof
Exchange Act Rules 13a-15 or 15d-15) as of Dece®bg?012. Our management, including the principal
executive officer and principal financial officés,engaged in a comprehensive effort to reviewluata and
improve our controls; however, management doegxéct that our disclosure controls or our inteowaitrols
over financial reporting will prevent all errorsdaall fraud. A control system, no matter how wedbijned and
operated, can provide only reasonable, not abs@stirance that the control system’s objectivii@imet.
Further, the design of a control system must reflee fact that there are resource constraintsttamtenefits of
controls must be considered relative to their cdastaddition, any evaluation of the effectivenegsontrols is
subject to risks that those internal controls megdme inadequate in future periods because of elsandgusiness
conditions, or that the degree of compliance withpolicies or procedures deteriorates. We haegdsts in certain
unconsolidated entities. As we do not control onage these entities, our disclosure controls andeoiures with
respect to such entities is generally more limitezth those we maintain with respect to our conatdid
subsidiaries.

Based upon the controls evaluation performed, teipal executive officer and principal financificer have
concluded that as of December 31, 2012, our disotosontrols and procedures were effective to pi@vi
reasonable assurance that material informatiotimgléo us and our consolidated subsidiaries isnebad,
processed, summarized and reported within the pieniods specified in the Securities and Exchangam@ission’s
rules and forms and that such information is acdated and communicated to the principal executifieer and
principal financial officer, as appropriate, tooall timely decisions regarding required disclosures.

Management’s Report on Internal Control over Finangal Reporting

Management for the Company is responsible for &skibg and maintaining adequate internal contsaro
financial reporting, as defined in Rule 13a-15¢ar the Exchange Act. The Company’s internal amiver
financial reporting is a process designed to prev&hsonable assurance regarding the reliabilifynahcial
reporting and the preparation of financial statets\éor external purposes in accordance with GAA® iaoludes
those policies and procedures that:

= pertain to the maintenance of records that in mesie detail, accurately and fairly reflect thensactions
and dispositions of the assets of the Company;

= provide reasonable assurance that transactionse@eded as necessary to permit preparation ofi¢iah
statements in accordance with GAAP, and that réseipd expenditures of the Company are being made
only in accordance with authorizations of manageraed directors of the Company; and

= provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, ose
disposition of the Company’s assets that could lzan®terial effect on the financial statements.
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Management assessed the effectiveness of ourahtawntrol over financial reporting as of DecemBgr 2012. In
making this assessment, management used theagtdblished in Internal Control — Integrated Feawork issued
by the Committee of Sponsoring Organizations (CQSO)

Management’s Conclusion on Internal Control over Fnancial Reporting

Management has concluded that, as of Decembel032, the Company maintained effective internal caatover
financial reporting.

Changes in Internal Controls

In the course of our evaluation of disclosure aalstand procedures, management considered cantaimal
control areas in which we have made and are cantinto make changes to improve and enhance conBaked
upon that evaluation, the principal executive @ffiand principal financial officer concluded thagite were no
changes in our internal controls over financialor®pg identified in connection with the evaluatimyuired by
paragraph (d) of the Exchange Act Rules 13a-15dr15 that occurred during the quarter ended Deeeidib,
2012 that have materially affected, or are readyritdely to materially affect, our internal contsoover financial
reporting.

ITEM 9B. OTHER INFORMATION

Not applicable.
PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

Not applicable pursuant to General Instruction thef Form 10-K.

ITEM 11. EXECUTIVE COMPENSATION

Not applicable pursuant to General Instruction thef Form 10-K.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Not applicable pursuant to General Instruction thaf Form 10-K.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR
INDEPENDENCE

Not applicable pursuant to General Instruction thef Form 10-K.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The Financial Audit Committee of The AES Corporatgre-approved the audit and non-audit servicegiged by
the independent auditors for 2012 and 2011 folfigsw its subsidiaries, including IPALCO Enterjgss Inc. and its
subsidiaries. The AES Financial Audit Committee mgined its policy established in 2002 within whtoljudge if
the independent auditor may be eligible to prowedegain services outside of its main role as oatsidditor.
Services within the established framework includdittand related services and certain tax servigesrices
outside of the framework require AES Financial Al@ibmmittee approval prior to the performance efskrvice.
The Sarbanes-Oxley Act of 2002 addresses auditi@piendence and this framework is consistent wih th
provisions of the Act. No services performed byitidependent auditor with respect to IPALCO and its
subsidiaries were approved after the fact by th& Aihancial Audit Committee other than those thaten
considered to be de minimis and approved in acomelaith Regulation 2-01(c)(7)(i)(c) to Regulati®rX of the
Exchange.

In addition to the pre-approval policies of the AE8ancial Audit Committee, the IPALCO Board of &itors has
established a pre-approval policy for audit, aveliited, and certain tax and other non-audit sesvi€he Board of
Directors will specifically approve the annual d@uslirvices engagement letter, including terms aed,fwith the
independent auditor. Other audit, audit relatedtardtonsultation services specifically identifiacthe pre-
approval policy are pre-approved by the Board a&€tors on an annual basis, subject to reviewepthlicy at
least annually. This pre-approval allows managerteergquest the specified services on an as-ndeakgd during
the year. Any such services are reviewed with tharB of Directors on a timely basis. Any audit onraudit
services that involve a service not listed on tfeegpproval list must be specifically approved gy Board of
Directors prior to commencement of such work. Niwises were approved after the fact by the IPALCaaR! of
Directors other than those that were considerdzbtde minimis and approved in accordance with Rigun 2-01
(c)(7)(i)(c) to Regulation S-X of the Exchange.

Audit fees are fees billed or expected to be biigaur principal accountant for professional segsifor the audit
of IPALCO'’s audited Consolidated Financial Statetagimcluded in IPALCO’s annual report on Form 1Gkd
review of financial statements included in IPALC@tsarterly reports on Form 10-Q, services thatnarenally
provided by our principal accountants in connectigth statutory, regulatory or other filings or emgments or any
other service performed to comply with generallgegated auditing standards and include comfort amdent
letters in connection with Securities and Excha@genmission filings and financing transactions.

The following table lists fees billed to IPALCO fproducts and services provided by our principabaatants:

Years Ended December 31,

2012 2011
Audit Fees $ 900,000% 882,00
Audit Related Fees:
Fees for the audit of IPL's employee benefingla 54,500 53,000
Assurance services for debt offering documents 1,450 164,425
Total Principal Accounting Fees and Services $ 975,950 1,099,42

133



PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENTS AND FINANCI AL STATEMENT SCHEDULES

(a) Index to the financial statements, supplementatg dad financial statement schedules

IPALCO Enterprises, Inc. and Subsidiaries — Consotlated Financial Statements _Page
Report of Independent Registered Public Accounfiingn — 2012, 2011 and 2010 54
Defined Terms 55
Consolidated Statements of Comprehensive Incomthéoyears ended December 31, 2012, 2011

and 2010 56
Consolidated Balance Sheets as of December 31,&12011 57
Consolidated Statements of Cash Flows for the yeadsed December 31, 2012, 2011 and 2010 58
Consolidated Statements of Common Shareholder'eD&dr the years ended December 31, 2012,

2011 and 2010 59
Notes to Consolidated Financial Statements 60
Schedule | — Condensed Financial Information ofifemnt 139
Schedule Il — Valuation and Qualifying Accounts d&ekerves 145

Indianapolis Power & Light Company and Subsidiary —Consolidated Financial Statements
Report of Independent Registered Public Accounfiiimgn — 2012, 2011 and 2010 95
Defined Terms 96
Consolidated Statements of Comprehensive Incomthéoyears ended December 31, 2012, 2011

and 2010 97
Consolidated Balance Sheets as of December 31,&12011 98
Consolidated Statements of Cash Flows for the yeaded December 31, 2012, 2011 and 2010 99
Consolidated Statements of Common Shareholder'&yFfpu the years ended December 31, 2012,

2011 and 2010 100
Notes to Consolidated Financial Statements 101
Schedule Il — Valuation and Qualifying Accounts d&ekerves 145

134



(b) Exhibits

Exhibit No.

Document

3.1*
3.2%
4.1*

4.2*

4.3

4.4*

4.5*

4.6*

4.7*

10.1*

10.2*

10.3*

10.4*

10.5*

Second Amended and Restated Articles of Inoa@iion

Amended and Restated By-Laws of IPALCO Entisgs, Inc.

Pledge Agreement between IPALCO Enterprisas, &nd The Bank of New York Mellon Trust
Company, N.A. dated as of November 14, 2001

Mortgage and Deed of Trust, dated as of Mal/9u40, between IPL and the Bank of New York
Mellon Trust Company, NA, as successor in intet@gtmerican National Bank & Trust
Company of Chicago, Trustee

The following supplemental indentures to therfgage and Deed of Trust referenced in 4.2
above:

*Third Supplemental Indenture, dated as of April 249

*Tenth Supplemental Indenture, dated as of Octab&e60

*Eighteenth Supplemental Indenture, dated as ofugely 15, 1974

*Thirty-Seventh Supplemental Indenture, dated a®atbber 1, 1993

*Forty-Seventh Supplemental Indenture, dated asugfust 1, 2003

*Forty-Eighth Supplemental Indenture, dated asapiuary 1, 2004

*Fifty-Second Supplemental Indenture, dated asepit&nber 1, 2006

*Fifty-Third Supplemental Indenture, dated as ot@ber 1, 2006.

*Fifty-Fourth Supplemental Indenture, dated aswfel1, 2007

*Fifty-Fifth Supplemental Indenture, dated as ofyMa 2009

*Fifty-Sixth Supplemental Indenture, dated as ofyMa 2009

*Fifty-Seventh Supplemental Indenture, dated asla§ 1, 2009

*Fifty-Eighth Supplemental Indenture, dated as ofyast 1, 2011

*Fifty-Ninth Supplemental Indenture, dated as ofgiet 1, 2011

Sixtieth Supplemental Indenture, dated as of Novamibh 2011 (Incorporated by reference to
Exhibit No. 4.3 to IPALCO’s December 31, 2011 10-K)

Indenture between IPALCO Enterprises, Inc. @hd Bank of New York Mellon Trust Company,
N.A., as successor Trustee, dated as of April 088Zor the 7.25% Senior Secured Notes Due
2016

Pledge Agreement Supplement between IPALC@fpnises, Inc. and The Bank of New York
Mellon Trust Company, N.A., as successor Collatégent, dated as of April 15, 2008, to the
Pledge Agreement between IPALCO Enterprises, Imd.Tdne Bank of New York Mellon
Trust Company dated as of November 14, 2001

Pledge Agreement Supplement between IPALCO Entargrinc. and The Bank of New York
Mellon Trust Company, N.A., dated as of May 18, P@d the Pledge Agreement between
IPALCO Enterprises, Inc. and The Bank of New YorkIMn Trust Company, N.A., dated as
of November 14, 2001

Indenture between IPALCO Enterprises, Inc. and Baek of New York Mellon Trust Company,
N.A., as Trustee, dated as of May 18, 2011 foi5tll@% Senior Secured Notes due 2018

Interconnection Agreement, dated as of Apri2008, between American Electric Power Service
Corporation, as agent for Indiana Michigan Powem@any, and IPL

Interconnection Agreement, dated as of De@rib 1968, between IPL and Southern Indiana
Gas and Electric Company as modified through Modtfon Number 11

Interconnection Agreement dated DecembeB&}11between IPL and Hoosier Energy Rural
Electric Cooperative, Inc., as modified through Nicdtion 6

Tenth Supplemental Agreement to Interconoecigreement between IPL and PSI Energy, Inc.,
dated as of June 26, 2002, amending and completsigting prior agreements

IPALCO 1999 Stock Incentive Plan
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10.6*

10.7*

10.8

31.1
31.2
32

101.INS
101.SCH
101.CAL
101.DEF
101.LAB

101.PRE

$250,000,000 Revolving Credit Facilities Credit &gment by and among Indianapolis Power &
Light Company, The Lenders Party Hereto, PNC Bafdtjonal Association, as
Administrative Agent, PNC Capital Markets LLC, aslé&SBookrunner and Sole Lead
Arranger, Bank of America, N.A., as Syndication Agand Union Bank, N.A., as
Documentation Agent, dated as of December 14, 2010
First Amendment, dated as of March 14, 2011 to FXBDO00 Revolving Credit Facilities Credit
Agreement by and among Indianapolis Power & Ligbtpany, the Lenders Party Hereto,
PNC Bank, National Association, as Administrativgefsit, PNC Capital Markets LLC, as Sole
Bookrunner and Sole Lead Arranger, Bank of Ameri¢d., as Syndication Agent and Union
Bank, N.A., as Documentation Agent, dated as ofdbdmer 14, 2010
Second Amendment, dated as of February 21, 20$256,000,000 Revolving Credit Facilities
Credit Agreement by and among Indianapolis Powéight Company, the Lenders Party
Hereto, Bank of America, N.A., as Syndication Agantl PNC Bank, National Association, as
Administrative Agent, dated as of December 14, 20d€orporated by reference to
Exhibit No. 10.8 to IPALCQO’s December 31, 2011 1p-K
Certification by Chief Executive Officer recgd by Rule 13a-14(a) or 15d-14(a).
Certification by Principal Financial Officezquired by Rule 13a-14(a) or 15d-14(a).
Certification required by Rule 13a-14(b) or 154b).
XBRL Instance Document (furnished herewsstprovided in Rule 406T of Regulation S-T)
XBRL Taxonomy Extension Schema Documemhi$hed herewith as provided in Rule 406T of

Regulation S-T)
XBRL Taxonomy Extension Calculation LinkleaBocument (furnished herewith as provided in

Rule 406T of Regulation S-T)
XBRL Taxonomy Extension Definition LinkbaSecument (furnished herewith as provided in

Rule 406T of Regulation S-T)
XBRL Taxonomy Extension Label Linkbase Dowent (furnished herewith as provided in Rule

406T of Regulation S-T)
XBRL Taxonomy Extension Presentation LigkbBocument (furnished herewith as provided in

Rule 406T of Regulation S-T)

* Incorporated by reference to IPALCO’s RegistratiBtatement on Form S-4 filed with the Securitied Exchange Commission on October

11, 2011.
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(c) Financial Statement Schedules

Schedules other than those listed below are oméitettie information is either not applicable, remfuired, or has
been furnished in the financial statements or nibteeto included in Item 8 hereof.

SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF REG ISTRANT

IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Rastrant
Unconsolidated Balance Sheets
(In Thousands)

December 31

2012 2011
ASSETS

CURRENT ASSETS:
Cash and cash equivale $ 2,75C % 3,13
Deferred tax ass« curren 27 28
Prepayments and other current as 70 56
Total current asse 2,84 3,21¢

OTHER ASSETS:

Investment in subsidiari 791,67 786,92t
Other investmen 2,82t 2,707
Deferred tax ass+ long tern 122 145
Deferred financing cos 8,17 9,72¢
Total other asse 802,79 799,50«
TOTAL $ 8569 % 802,72.

CAPITALIZATION AND LIABILITIES

CAPITALIZATION:
Common shareholder’s defic

Paid in capite $ 11811 $ 11,367
Accumulated defic (15,030 (17,213
Total common shareholder’s def (3,219 (5,846
Long-term deb 79691¢ 796,14:
Total capitalizatio 793,697 790,29!
CURRENT LIABILITIES:
Accounts payable and accrued expe 281 237
Accrued income tax 1,05& 1,58¢
Accrued intere: 10,58: 10,58:
Total current liabilitie 11,619 12,40¢
DEFERRED CREDITS AND OTHER LONG-
TERM LIABILITIES 23 20
TOTAL $ 8563¢ $ 802,72

See notes to Schedule |I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Unconsolidated Statements of Comprehensive Income
(In Thousands)

2012 2011 2010

Equity in earnings of subsidiaries $ 101,028 101,240 $ 116,062

Loss on early extinguishment of debt - (15,422) -

Income tax benefit — net 20,181 28,641 24,872

Interest on long-term debt (49,000) (54,002) 364)

Amortization of redemption premiums and expense

on debt (2,417) (2,205) (2,037)

Other —net (1,004) (890) (822)

NET INCOME $ 68,783 $ 57,362 $ 76,731

See notes to Schedule I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Unconsolidated Statements of Cash Flows
(In Thousands)

2012 2011 2010

CASH FLOWS FROM OPERATIONS:
Net income $ 68,783 $ 57,362 $76,731

Adjustments to reconcile net income to net cash
provided by operating activities:

Equity in earnings of subsidiaries (1@Bp (101,240) (116,062)
Cash dividends received from subsidiary comgeni 96,914 80,603 111,549
Amortization of debt issuance costs and distoun 2,417 2,205 2,037
Deferred income taxes — net 22 (112) (669)
Loss on early extinguishment of debt - 15,422 -

Change in certain assets and liabilities:

Income taxes receivable or payable (533) 160 716

Accounts payable and accrued expenses (546) (639) 15

Accrued interest - (800) -

Other — net 166 711 (139)
Net cash provided by operating activities 66,200 53,673 74,178
CASH FLOWS FROM INVESTING ACTIVITIES:

Investment in subsidiaries 15 11 (73)
Net cash provided by (used in) investing activities 15 11 (73)
CASH FLOWS FROM FINANCING ACTIVITIES:

Long-term borrowings - 399,708 -

Retirement of long-term debt - (389,421) -

Dividends on common stock (66,600) (59,231) (73,200)

Other — net - (6,520) -
Net cash used in financing activities (66,600) (55,464) (73,200)
Net change in cash and cash equivalents (385) (1,780) 905
Cash and cash equivalents at beginning of period 1353, 4,915 4,010
Cash and cash equivalents at end of period $ 2,75 3,135 $ 4,915

See notes to Schedule |I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Unconsolidated Statements of Common Shareholder’sdiicit

(In Thousands)

Paid in Accumulated

Capital Deficit Total
2010
Beginning Balance $ 9,820 $ (18,875) $ (9,055)
Comprehensive Income:

Net income applicable to common stock 76,731 76,731
Total Comprehensive Income 76,731
Distributions to AES (73,200) (73,200)
Contributions from AES 991 991
Balance at December 31, 2010 $ 10,811 $ (15,344) (4,533)
2011
Comprehensive Income:

Net income applicable to common stock 57,362 57,362
Total Comprehensive Income 57,362
Distributions to AES (59,231) (59,231)
Contributions from AES 556 556
Balance at December 31, 2011 $ 11,367 $ (17,213) % (5,846)
2012
Comprehensive Income:

Net income applicable to common stock 68,783 68,783
Total Comprehensive Income 68,783
Distributions to AES (66,600) (66,600)
Contributions from AES 444 444
Balance at December 31, 2012 $ 11811 $ (15,030) $ (3,219)

See notes to Schedule |I.
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IPALCO ENTERPRISES, INC.
Schedule | — Condensed Financial Information of Regtrant
Notes to Schedule |
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Accounting for Subsidiaries and Affiliates — IPAL™Mterprises, Inc. has accounted for the earnifds o
subsidiaries on the equity method in the unconatdidl condensed financial information.

2. INDEBTEDNESS

The following table presents IPALCO'’s long-term étdedness:

December 31,
Series Due 2012 2011
(In Thousands)

Long-Term Debt

7.25% Senior Secured Notes April 2016 $ 400,00$% 400,000
5.00% Senior Secured Notes May 2018 400,000 400,000
Unamortized discount — net (3,084) (3,859)

Total Long-term Debt 796,916 796,141
Less: Current Portion of Long-term Debt - -

Net Long-term Debt $796,916 $ 796,141

Long-term Debt
IPALCO's Senior Secured Notes

In May 2011, IPALCO completed the sale of $400 imillof 5.00% Senior Secured Notes due May 1, 20A&18
IPALCO Notes”) pursuant to Rule 144A and Regulat®uander the Securities Act of 1933, as amendee.ZDA8
IPALCO Notes were issued pursuant to an IndentateddiMay 18, 2011, by and between IPALCO and The&Ba
of New York Mellon Trust Company, N.A., as trustébese notes were subsequently exchanged for ne@s wnith
identical terms and like principal amounts, whickrevregistered with the Securities and Exchangerfiiesion
pursuant to a registration statement on Form S-deneffective in November 2011. In connection witis t
issuance, IPALCO conducted a tender offer to rémse for cash any and all of IPALCO’s then outsten&375
million of 8.625% (original coupon 7.625%) SeniacBred Notes due November 14, 2011 (“2011 IPALCO
Notes”). As a result, IPALCO no longer has indebess with an interest rate that changes due tagelsan its
credit ratings. Additionally, IPALCO no longer hasy debt with financial ratio maintenance covenaaithough
its articles of incorporation continue to contdie same financial ratios restricting dividend pagteend
intercompany loans to AES as were included in ®EIAPALCO Notes.

The 2018 IPALCO Notes were priced to the publi®®&B27% of par. Net proceeds to IPALCO were $394.7
million after deducting underwriting costs and thecount. These costs and other related finanastsare being
amortized through 2018 using the effective intenesthod. We used the net proceeds to repurchaséthb
outstanding 2011 IPALCO Notes through the tendfaraind to subsequently redeem all of the remai@bigL
IPALCO Notes not tendered in the second quart@04flL.. A portion of the proceeds was also used yalpaearly
tender premium of $14.4 million and other fees axgenses related to the tender offer and the retitwmpf the
2011 IPALCO Notes, as well as other fees and exgeeredated to the issuance of the 2018 IPALCO Ndtes
total loss on early extinguishment of debt of $1filion was included as a separate line item witBther Income
and (Deductions) in the accompanying ConsolidatateSients of Comprehensive Income.

The 2018 IPALCO Notes are secured by IPALCO’s péedball of the outstanding common stock of IPLeTien

on the pledged shares is shared equally and ratatiiyPALCO’s existing senior secured notes. IPALBas
entered into a Pledge Agreement Supplement withBiark of New York Mellon Trust Company, N.A., as
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Collateral Agent, dated May 18, 2011 to the Plefigeeement between IPALCO and The Bank of New York
Mellon Trust Company, N.A. as successor CollatAggnt dated November 14, 2001.
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SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

IPALCO ENTERPRISES, INC. and SUBSIDIARIES
Valuation and Qualifying Accounts and Reserves
Years ended December 31, 2012, 2011 and 2010
(In Thousands)

Column D -
Column A — Description Column B Column C — Additiors Deductions Column E
Balance at Charged to
Beginning Charged to Other Net Balance at
of Period Income Accounts Write-offs End of Period
Year ended December 31, 2012
Accumulated Provisions Deducted from
Assets — Doubtful Accounts $ 2081 $3397 $ - $ 3,431 $ 2,047
Year ended December 31, 2011
Accumulated Provisions Deducted from
Assets — Doubtful Accounts $ 2,218 $3669 $ - % 3,806 $ 2,081
Year ended December 31, 2010
Accumulated Provisions Deducted from $ 431 % 3,995 % -$ 3,920 $ 2,218
Assets —Doubtful Accounts
INDIANAPOLIS POWER & LIGHT COMPANY and SUBSIDIARY
Valuation and Qualifying Accounts and Reserves
Years ended December 31, 2012, 2011 and 2010
(In Thousands)
Column D —
Column A — Description Column B Column C — Additiors Deductions Column E
Balance at Charged to
Beginning Charged to Other Net Balance at
of Period Income Accounts Write-offs End of Period
Year ended December 31, 2012
Accumulated Provisions Deducted from
Assets — Doubtful Accounts $ 2081 $3397 $ -$ 3,431 $ 2,047
Year ended December 31, 2011
Accumulated Provisions Deducted from
Assets — Doubtful Accounts $ 2,218 $3669 $ -$ 3,806 $ 2,081
Year ended December 31, 2010
Accumulated Provisions Deducted from $ 431 % 3995 $ -$ 3,920 $ 2,218

Assets —Doubtful Accounts
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SIGNATURES

Pursuant to the requirements of Section 13 or 16f(the Securities Exchange Act of 1934, the tegig has duly
caused this report to be signed on its behalf bytidersigned, thereunto duly authorized.

IPALCO ENTERPRISES, INC.
(Registrant)

Date: __ February 26, 2013 /s/ Kenneth J. Zagzebski
Kenneth J. Zagzebski
President and Chief Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Signature Capacity/Other Titles Held Date

/s/ Kenneth J. Zagzebski President, Chief Executive Officer and Director of February 26. 2013
Kenneth J. Zagzebski IPALCO (Principal Executive Officer) y <5,

/s/ Andrew M. Vesey Chairman of the Board of IPALCO and Executive Vi("_.eebruar 26. 2013
Andrew M. Vesey President of AES y <5,

s/ William H. Henley Director of IPALCO and Vice President, Corporate

William H. Henley Affairs of IPL February 26, 2013
/sl Elizabeth Hackenson Director of IPALCO and Senior Vice President, Chie‘:ebruar 26. 2013
Elizabeth Hackenson Information Officer of AES y <o,
Kenneth Uva Director of IPALCO February 26, 2013
/sl Kelly M. Huntington Senior Vice President, Chief Financial Officer and February 26. 2013
Kelly M. Huntington Director of IPALCO (Principal Financial Officer) y <5,

[s/ Kurt A. Tornquist Vice President and Controller of IPALCO (Principal

Kurt A. Tornquist Accounting Officer) February 26, 2013

Supplemental Information to be Furnished With Repots Filed Pursuant to Section 15 (d) of the Act by
Registrants Which Have Not Registered Securities Psuant to Section 12 of the Act

No annual report or proxy material has been sesetarity holders.
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Exhibit 31.1

Certification Pursuant to Rule 13a-14(a) or 15d-14) of the Securities and Exchange Act of 1934

I, Kenneth J. Zagzebski, certify that:

1. | have reviewed this annual report on Form 16fKPALCO Enterprises, Inc. (the “registrant”);

2. Based on my knowledge, this report does notadom@ny untrue statement of a material fact or eonditate a
material fact necessary to make the statements,riraliight of the circumstances under which sueteshents
were made, not misleading with respect to the pecavered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in thiport, fairly
present in all material respects the financial dom results of operations and cash flows ofréngistrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls
and procedures (as defined in Exchange Act Rulasl58) and 15d-15(e)) and internal control oveaticial
reporting (as defined in Exchange Act Rules 13d}¥5(d 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and
procedures to be designed under our supervisiendare that material information relating to
the registrant, including its consolidated subsidi& is made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Designed such internal control over financggdarting, or caused such internal control over
financial reporting to be designed under our sup@m, to provide reasonable assurance
regarding the reliability of financial reportingdthe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presented i
this report our conclusions about the effectiversdsbe disclosure controls and procedures, as of
the end of the period covered by this report basesluch evaluation; and

(d) Disclosed in this report any change in thesegnt’s internal control over financial reportittgt
occurred during the registrant’s most recent fisgelrter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materiffibgted, or is reasonably likely to materially
affect, the registrant’s internal control over fiicél reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal
control over financial reporting, to the registfarguditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiams):

(a) All significant deficiencies and material weakses in the design or operation of internal cbntro
over financial reporting which are reasonably bkl adversely affect the registrant’s ability to
record, process, summarize and report financiarinétion; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sayniifi
role in the registrant’s internal control over fireéal reporting.

Date:  February 26, 2013 /s/ Kenneth J. Zagdebsk
Kenneth J. Zagzebski
President and Chief Executive Officer
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Exhibit 31.2

Certification Pursuant to Rule 13a-14(a) or 15d-14) of the Securities and Exchange Act of 1934

[, Kelly M. Huntington, certify that:

1. | have reviewed this annual report on Form 16fKPALCO Enterprises, Inc. (the “registrant”);

2. Based on my knowledge, this report does notadom@ny untrue statement of a material fact or eonditate a
material fact necessary to make the statements,riralight of the circumstances under which sueteshents
were made, not misleading with respect to the pec@vered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in thiport, fairly
present in all material respects the financial dom results of operations and cash flows ofréngistrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls
and procedures (as defined in Exchange Act Rulasl58e) and 15d-15(e)) and internal control oveatiicial
reporting (as defined in Exchange Act Rules 13d}¥5(d 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and
procedures to be designed under our supervisiengare that material information relating to
the registrant, including its consolidated subsidi& is made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Designed such internal control over financggdarting, or caused such internal control over
financial reporting to be designed under our sup@m, to provide reasonable assurance
regarding the reliability of financial reportingdthe preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presented i
this report our conclusions about the effectiveradsbe disclosure controls and procedures, as of
the end of the period covered by this report basesluch evaluation; and

(d) Disclosed in this report any change in thesegnt’s internal control over financial reportittgt
occurred during the registrant’s most recent fisgelrter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materiéfibgted, or is reasonably likely to materially
affect, the registrant’s internal control over ficél reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal
control over financial reporting, to the registfarguditors and the audit committee of the regmtsaboard of
directors (or persons performing the equivalentfiams):

(a) All significant deficiencies and material weakses in the design or operation of internal cbntro
over financial reporting which are reasonably bkl adversely affect the registrant’s ability to
record, process, summarize and report financiarinétion; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sayniifi
role in the registrant’s internal control over fireéal reporting.

Date:  February 26, 2013 /s/ Kelly M. Huntington
Kelly M. Huntington
Senior Vice President and Chief Financial Officer
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Exhibit 32

Certification Pursuant to Rule 13a-14(b) or 15d-144) of the Securities and Exchange Act of 1934 and
Pursuant to Section 1350 of Chapter 63 of Title 18f the United States Code as adopted pursuant to 8®n
906 of the Sarbanes-Oxley Act of 2002

The certification set forth below is being subrdtte connection with the Annual Report on Form 1@eKthe year
ended December 31, 2012 (the “Report”) for the psepof complying with Rule 13a-14(b) or Rule 15dk)4f the
Securities Exchange Act of 1934 and Section 1330hafpter 63 of Title 18 of the United States Code.

Kenneth J. Zagzebski, President and Chief Exec@ffieer and Kelly M. Huntington, Senior Vice Prdsit
and Chief Financial Officer of IPALCO Enterpriséisg. (“IPALCO”), each certifies that, to the bes$this or
her knowledge:
1. The Report fully complies with the requiremeat$Section 13(a) or 15(d) of the Securities Excleang
Act of 1934; and
2. The information contained in the Report fairhegents, in all material respects, the financialdition
and results of operations of IPALCO.

Date:  February 26, 2013 /s/ Kenneth J. Zagdebsk
Kenneth J. Zagzebski
President and Chief Executive Officer

Date:  February 26, 2013 /s/ Kelly M. Huntington
Kelly M. Huntington
Senior Vice President and Chief Financial Officer

A signed original of this written statement reqditey Section 906 has been provided to IPALCO andbei
retained by IPALCO and furnished to the Securitied Exchange Commission or its staff upon request.
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